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Southern Exposure 


Brazil's expanding economy and growing importance on the world 


stage offer opportunity aplenty 


Custo Brasil can be strictly translated as “the cost of doing bus|- 
ness in Brazil,” but the saying refers as much to knowledge of the 
culture, extensive red tape and complicated tax law as it does actual 
currency. In other words, business in Brazil can be complicated— 
but the rewards are many. That's exactly why Ed Navarro, the Head 
of International Operations for Starr Companies, sees a trove of 
business potential in Brazil, a country of nearly 200 million people. 

“I've spent a lot of time in Brazil, and | love the country. The 
culture and the psyche of the Brazilian business community is 
quite different from other places around the world,” Navarro says. 
“Brazil is an emerging market with an emerging middle class. It 
has vast commerce and diverse topography, and that creates a 
unique opportunity for us.” 

After decades of hyper- 
inflation, Brazil has more 
recently ridden high com- 
modity prices—and the 
discovery of some of the 
world's largest offshore oil 
fields—to become a major 
economic power. The recent 
boom has expanded the 
middle class by a stagger- 
ing 40 million people since 
2003, and, thanks in part 
to the increased availability 
of credit, they are ravenous 
consumers. 

“Brazil today is like the 
European countries 20 or 30 
years ago that had emerg- 
ing, dynamic, dramatically 
changing economies with intensely focused growth,” says Navarro. 
“Brazil has an improved rule of law and an insurance market that 
is regulated, but not overly regulated.” 

With the World Cup coming to Brazil in 2014 and the Summer 
Olympics coming in 2016, the country has committed over $200 
billion to infrastructure improvements. Of that, more than $3 billion 
will go toward airport upgrades, and $2.2 billion to renovating or 
constructing 12 stadiums. 

“Our insurance companies are going to be very active there. 
From an underwriting perspective, you have to select risk keenly, 
and | think we'll be very successful in that regard,” Navarro says. 
“There is tremendous opportunity with all the infrastructure projects 


with the World Cup and the Olympics coming. We're using a multi- 
prong approach, so we see opportunities in all areas of our business 
including the marine, aviation, construction, infrastructure, and 
accident and health sectors.” 


Through its operating companies, Starr Companies underwrites 
a wide variety of insurance for property, casualty and specialty lines 
including accident and health, aviation, construction, crisis man- 
agement, energy, environmental, marine, and primary and excess 
casualty. It also provides a broad spectrum of insurance-related 
services, including claims handling and settlement, reinsurance, 
tisk assessment, loss control and worldwide travel assistance. 
“You have to be creative and differentiate your solutions. Our ability 
to underwrite, price and 
evaluate risk differentiates 
us as a quality insurer and 
reinsurer,” says Navarro. 
From a competitive 
viewpoint, Navarro feels it's 
critical to be in places such 
as Brazil, China, Indonesia 
and Russia. “Putting a flag in 
Brazil is another step in our 
international growth, but we 
also want to be there,” he 
says. “Brazilians are creative, 
smart and savvy. More 
importantly, in all of our re- 
lationships in the broker and 
intermediary community, we 
understand that we're doing 
business in their country.” 
Navarro says the tide 
started to shift in terms of business growth opportunities in Brazil 
when the government adopted a more cooperative approach to 
foreign investment. With open arms, an economy that ranks sixth 
in the world (having surpassed the U.K. in 2011), and significant 
resources dedicated to infrastructure improvements, Brazil is now 
impossible to ignore. “That trend is going to continue to spread 
throughout Latin America, and the region is going to be a real 
economic power going forward,” says Navarro. “That presents 
a tremendous opportunity in places like Colombia, Chile and 
Argentina. There are a lot of countries on the precipice of becoming 
global economic powers. Aggregate that to the region as a whole, 
and all we see is opportunity.” - Jason Carpenter 


[EPA/FERNANDO BIZERRA JRVALAMY 


We are Starr Companies, a global insurance organization supporting 
those who not only dare to reach the farthest shores, but thrive 
when they get there. From Brazil to the Far East, our exceptional 
teams, who have set the standard for risk management across a 
Breed epecinrovel aadnseicmeelcone neboldonesThevisonanes 
The dreamers and doers. And when we find them, we don't merely 
stand by their side. We put our name in ink, below theirs, as they 


venture forth to explore, discover and achieve the amazing. 
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Can the head of Germany's 
Bundesbank persuade 
Europe to stick with 
austerity? 


All around Jens Weidmann, the hard- 
money ramparts of the 13-year-old euro 
fortress are crumbling. On April 22, 
French President Nicolas Sarkozy, a voice 
for fiscal restraint, finished second to So- 
cialist candidate Frangois Hollande in the 
first round of presidential voting, jeopar- 
dizing Sarkozy’s reelection prospects. A 
day later an even bigger shock came from 
one of Germany’s closest allies; Dutch 
Prime Minister Mark Rutte tendered his 
Cabinet’s resignation to Queen Beatrix 


after failing to garner sufficient support 
for austerity measures. Spain and Italy, 
meanwhile, warn they will miss deficit- 
reduction targets that they only recently 
committed to. In country after country, 
European voters are turning to politicians 
whose motto is growth now, cuts later. 
As Europe’s strongest defender of 
probity, Weidmann is fighting the Keyni 
ian tide. The 44-year-old blond with a diffi- 
dent smile and a quiet demeanor is auster- 
ity personified. Since last year he has been 
president of the Deutsche Bundesbank, 
Germany’s central bank, which is fierce- 
ly devoted to preventing a recurrence of 
the hyperinflation that ruined Germany's 
middle class in the 1920s, 

Weidmann’s devotion to austerity is 
even purer than that of German Chan- 


ted) 


cellor Angela Merkel, for whom he once 
worked at the Chancellery in Berlin as 
an economic adviser and sherpa at G-8 
and G-20 summit meetings. “Merkel has 
embraced European integration as the 
make-or-break issue of her chancellor- 
ship,” says Christian Schulz, a London- 
based senior economist at Berenberg 
Bank, Germany’s oldest. “Weidmann 
has a narrower responsibility. [It’s] not 
all of Europe or even all of Germany. His 
responsibility is price stability.” 

It’s no exaggeration to say that the 
future of Europe depends on who wins 
this fight: Weidmann and his allies or the 
forces arrayed against them. Euro zone 
unemploymentis stuck in double di 
anda ci of investor confidence that 
has already forced Greece, Ireland, and 


NESSWEEK 


Portugal to seek bailouts threatens to 
claim Spain as well. Backers of “growth 
now” warn that austerity is plunging 
Europe into a depression in which fiscal 
stringency reduces growth, drying up tax 
revenue and forcing even deeper spend- 
ing cuts, and so on in a downward spiral. 

Weidmann, in the sober tradition of 
the Bundesbank, sees things differently. 
He believes that while deficit spending 
made sense as an emergency measure, 
it has gone on for too long, killing busi- 
ness confidence and investment while 
driving up debt and interest rates, thus 
making Europe’s long-term challenges 
ever graver. He rejects the argument that 
the European Central Bank is “the last 
man standing” in the euro zone and must 
therefore bend its rules to make money 
easier and credit more freely available. 
His prescription for growth is “structural 
reform”—exercise and diet for an out-of- 
shape patient, not more medicine. 

Weidmann knows he can’t win this ar- 
gument with political muscle alone. True, 
Germany is the euro zone’s biggest econo- 
my, and because of capital flight from the 
periphery to Germany, the Bundesbank 
has built up a credit of more than €600 bil- 
lion (about $800 billion) against the other 
central banks in the euro system. Even so, 
Weidmann’s ex-officio seat on the Govern- 
ing Council of the European Central Bank 
gives him just one vote out of 23—the same 
as Malta. There is only one other German 
voter on the council, his friend Jorg As- 
mussen, who sits on the executive board. 
Germany's disproportionately feeble 
voting power helped prompt the resigna- 
tions from the Governing Council last year 
of two hawkish Germans: Jiirgen Stark and 
Weidmann’s predecessor at the Bundes- 
bank, Axel Weber. 

Weidmann would rather win than quit 
ina blaze of glory. So he’s amping up the 
argument, making the Bundesbank’s case 
to anyone who will listen. After a speech 
to the Economic Club of New York on 
April 23, he chatted amiably with every- 
one from former Federal Reserve Chair- 
man Paul Volcker and hedge fund kingpin 
John Paulson to junior bankers who ea- 
gerly proffered their business cards. After 
that he did a TV spot, mugged for anoth- 
er photo session, and then sat down for a 
magazine interview while hotel staff nois- 
ily carted off furniture. 

Asked whom he admired when he 
began studying economics as a universi- 
ty student in France, Weidmann cites the 


late James Tobin, the arch-Keynesian from 
Yale University. “He was somebody [liked 
to readat the time,” Weidmann offers. But 
doesn’t Weidmann disagree with every- 
thing Tobin stood for? “You can especially 
learn from people if you don’t share their 
ideas,” he explains, charmingly. 

Does he care less about keeping the 
euro zone intact than he does about 
keeping inflation under control? Seem- 
ingly yes. “I have a mandate,” he says. 
“T have one overriding objective, which 
is price stability. That is fully consistent 
with monetary union if”-and he hits the 
“if” hard—“national policy makers do 
their job. If we have fiscal slippage, ero- 
sion of incentives for sound public financ- 
es, youhave a monetary union that won't 
last.” In other words, Europe's real prob- 
lem is overspending politicians. 

Weidmann knows he risks becoming 
isolated on the ECB’s Governing Council. 
“I have to work with the legal framework 
Ihave. Voting against something doesn’t 
stop it.” That leaves talk. “I’m very pub- 
licly making my point,” he says, stating 
the obvious. “I'm trying to convince, 
trying to persuade.” 

Weidmann has “a very clear brain,” 
enthuses a fellow conservative, Hans- 
Werner Sinn, president of the Ifo In- 
stitute, an economic research think 
tank at the University of Munich. He 

s “very hardworking, extremely well- 
organized—a typical German in the good 
sense,” adds Ewald Nowotny, governor of 
the Austrian central bank. 

If there’s a rap against Weidmann at 
the ECB, it’s that he’s too political-too 
“Berlin” in contrast to the clubby ways 
of Frankfurt, where the Bundesbank and 
the ECB sit four kilometers apart. Weid- 
mann sharpened his political talents 
while working for Merkel from 2006 to 
2011. This year he criticized ECB actions 
ina private letter to the bank’s president, 
Mario Draghi, that somehow was leaked 
to the hometown newspaper, Frankfurter 
Allgemeine Zeitung. Draghi carefully told 
reporters, “I don’t think that the leak 
came from Jens himself. lam certain that 
it was not him.” Bundesbank spokesman. 
Michael Best writes in an e-mail: “Person- 
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ally 'msure that the one who leaked the 
letter can’t be close to Mr. Weidmann. It’s 
not our style.” 

Draghi hasn't let the Bundesbank stop 
his rescue efforts, even gleefully describ- 
ing the trillion-euro liquidity injection 
that began last December as “Big Bertha,” 
an allusion to a German howitzer from 
World War I. “Mr. Draghi does the right 
thing without asking the German govern- 
ment ifhe’s allowed to do it or not,” says 
Peter Bofinger, the lone Keynesian on the 
German Council of Economic Experts. 

Yet even if Weidmann can’t block 
Draghi’s moves, he can still drag his 
heels. In a mostly symbolic move, the 
Bundesbank has said it will no longer 
accept as collateral bank bonds that are 
guaranteed by the governments of Ire- 
land, Greece, or Portugal. “Disagree- 
ments on the Governing Council, espe- 
cially between the Bundesbank and the 
president, can create a lot of uncertain- 
ty about the future course of policy. It 
can also lead to credibility issues for the 
central bank,” says Nick Kounis, head of 
macroeconomic research at ABN Amro 
Bank in Amsterdam. 

The Bundesbank’s influence dimin- 
ished the effectiveness of Draghi’s Big 
Bertha, argues Paul De Grauwe, a pro- 
fessor at the London School of Econom- 
ics. He says the ECB should have bought 
the debt of European governments in 
the secondary market instead of lend- 
ing money to the banks so they could 
buy the bonds. The Bundesbank, under 
Weidmann, has insisted that bond pur- 
chases would be unlawful because the 
ECB is prohibited from financing gov- 
ernments. It’s a classic stance for the 
Bundesbank. “A ‘no,’ because of the role 
of the Bundesbank, is a very important 

no,” Weidmann observes. 

As Weidmann says no, though, a 
slumping European economy is making 
it perilous for even his allies to stand with 
Germany. (Ask the outgoing Dutch prime 
minister.) The incipient political turn 
away from austerity threatens to undo ev- 
erything the Bundesbank stands for. That 
is why Weidmann is on the road, preach- 
ing that austerity remains in Europe’s 
long-term interest. “The public is really 
for a stability-oriented central bank,” he 
says. “That has always been the case in 
Germany.” The deeper Europe's crisis 
gets, the harder it will be for Weidmann 
to persuade others to see it his way. © 
—With Jeff Black and Tony Czuczka 
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ABipartisan Deficit Fix ® Keeping the 
Internet Safe From Rogue Regimes 


Changing the Consumer Price Index 
Would Save the U.S. a Bundle 
Congress and the White House seem in- 
capable of agreeing on substantive mea- 
sures to tackle the $10.4 trillion mountain 
of U.S. debt. There is, however, one long- 
overdue piece of important business that 
canand should get done: the adoption ofa 
more accurate gauge of U.S. inflation. Such 
a fix would yield immediate savings and 
help put the economy on firmer ground. 
It’s already been endorsed by lawmakers 
in both parties, the Obama administra- 
tion, many economists, and a series of bi- 
partisan deficit reduction panels. Best of 
all, it would help shore up Social Security. 
Trustees for theretirement fund projected 
on April 23 that it would run dry in 2033, 
three years earlier than last year’s forecast. 

It has been widely recognized for 
almost two decades that the current 
measure of inflation, the consumer price 
index, contains several biases that cause 
it to overstate inflation by anywhere from 
0.3 percentage point to 0.8 percentage 
point, depending on which expert you 
talk to. The CPIis the benchmark that de- 
termines cost-of-living adjustments for a 
wide range of government programs, in- 
cluding Social Security and federal em- 
ployee pensions. It’s also used to peg 
income tax brackets, exemptions, de- 
ductions, and credits. 

To calculate the standard CPI, Bureau 
of Labor Statistics employees shop for a 
market basket of 80,000 goods and ser- 
vices that are weighted to reflect con- 
sumer spending patterns. Since 2002 the 
BLS has also compiled a different index, 
called the chained CPI, which is a more 
exact measure that accounts for the sub- 
stitutions consumers make when a prod- 
uct’s price goes up. A shopper might re- 
spond toa rise in the cost of Granny Smith 
apples, for example, by switching to low- 
er-cost Red Delicious, a process known 
as lower-level substitution. Or a consum- 
er might react to a price increase in one 
item by switching to another category al- 
together. (Buying less expensive oranges, 


for instance, instead of pricier apples.) 

While the standard CPI largely main- 
tains the same basket of goods regardless 
of price changes, the alternative measure 
more accurately models substitution be- 
havior by “chaining” two consecutive 
months of price data. It also adjusts the 
weights to account for a decrease in pur- 
chases of the more expensive product and 
increased purchases of the lower-cost sub- 
stitute. (More oranges, fewer apples.) 

On average, the BLS’s chained CPI has 
been 0.25 percentage point to 0.35 per- 
centage point lower than the standard 
CPI. Switching to the alternate measure 
would produce as much as $300 billion 
in savings and revenue within a decade. 
‘The Congressional Budget Office has es- 
timated that using the chained CPI to set 
cost-of living increases for Social Security 
alone would save $112 billion from 2012 to 
2021. An additional $33 billion could be 
saved by applying the measure to other 
federal spending. 

‘The switch would also mean that many 
wages would rise faster than the new in- 
flation index, pushing people into higher 
tax brackets and producing as much as 
$90 billion in new revenue over 10 years. 
It would also reduce interest payments on 
the debt by as much as $44 billion. 

‘The adoption of the chained CPI has 
been an element of every serious biparti- 
san deficit-reduction plan of recent years. 
It also was among the ideas very nearly 
agreed on during last summer's debt- 
limit negotiations between the White 
House and House Republicans. A vigor- 
ous debate has erupted over just how 
much inflation-if any—is desirable or tol- 
erable in our economy. But that discus- 
sion is separate from the important step 
we are recommending: Let’s make sure 
the measure we use is accurate. 


Syria, Iran, and the Perils of Technology 
As documented by Bloomberg News, 
U.S., European, and other companies 
are selling technologies that enable the 


repressive Iranian and Syrian regimes 
to disrupt and monitor the Internet and 
track down government critics. 

On April 23, President Barack Obama 
issued an executive order giving the U.S. 
‘Treasury Secretary the power to sanc- 
tion individuals and companies that pro- 
vide goods or services that can be used 
for such purposes. Those with assets 
in the U.S. risk having them blocked; 
individuals without such assets can 
be barred from entering the country. 
Perhaps the greatest penalty is the rep- 
utational cost of being placed on a U.S. 
sanctions list. 

Of course it’s good for citizens of 
these countries to have access to online 
communications. Western providers 
have been and should be helping to 
create those infrastructures. When it 
comes to add-ons, however, Iran and 
Syria are not like other places. Spam- 
filtering technology, for instance, can 
help keep mobile networks running 
faster, but in Syria it has also allowed 
government officials to block all messag- 
es including words suchas “revolution,” 
“demonstration,” and “strike.” In these 
countries, the risks of such systems out- 
weigh the benefits. Decent companies 
have no business selling, installing, or 
maintaining them. 

Issuance of the president’s order 
alone is unlikely to make companies 
desist. The U.S. already had a rule bar- 
ring federal agencies from doing business 
with companies that export to Iran any 
technology used to disrupt, monitor, or 
restrict the speech of Iranians. When the 
Government Accountability Office pro- 
duced its report on such companies last 
June, it came up with none, though soon 
after journalists detailed several. 

The glare of news media exposure has 
been enough for a couple of companies 
to pull out of their contracts in Iran and 
Syria. If the Department of Treasury were 
to pursue one or two remaining cases, it 
would pressure those companies that still 
provide questionable technologies. © 


> To read Simon Johnson on the euro’s future and Al Hunt on Newt Gingrick’s last hurrah, go to: Bloomberg.com/view 
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Coal’s Futurels 
Rocky at Best 


ty old coal 


> It’s “really madeamess of alot of these business models” 


coal doomed? The dirty yet abun- 
dant energy source has had some rough 
patches before, but nothing like this. In 
1985 coal accounted for 57 percent of all 
power generated in the US. Last year it 
42 percent. The U.S. Energy Infor- 

mation Administration estimates it will 
fall to 40 percent this year. Prices for Ap- 

alachian coal are down 24 percent over 


the past 12 months; for coal from the 
Powder River Basin in Montana i 
ming, they're down 45 percent. “With 
the prices you're lo 


a struggle with a per 
versary: ultracheap natural gas. With all 


‘Tom Keene's EconoChat 18 » Despite aterrorist threat, 


hovering around $2 per million Brit- 

ish thermal units for the first time ina 
decade. That’s lower than coal prices. 
The natural gas is all domestically de- 
rived energy, so the country’s fuel import 
bill doesn’t go up. It's clean. And it’s 

so abundant that the industry may 
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run out of places to store it. Utilities that 
switch to natural gas are already passing 
savings on to customers. In 2013 residen- 
tial U.S. utility bills should fall 1 percent. 
With the price of natural gas around 
$2, everyone who can switch is switch- 
ing. This year, Goldman Sachs energy 
analyst David Greely expects utilities to 
change from coal to gas at the unprec- 
edented rate of 4.9 billion cubic feet per 
day. In 2008 coal made up 70 percent of 
Southern Co.'s electricity generation; 
now it’s 32 percent. At the same time, 
Southern has increased its gas-fired gen- 
eration from 16 percent to 46 percent. 


of coal country, are converting. 
Since last April, shares of Peabody 
Energy, the biggest coal producer in 
the U.S., have dropped more than half, 
from $70 to $29. The stock of Arch Coal 
has gone from $35 to less than $10 in the 
same period. Several coal producers 
have reported losses in the hundreds of 
millions of dollars. “Cheap natural gas 
has really made a mess of a lot of these 
business models,” says Kuni Chen, an 
energy analyst at CRT Capital Group. 
More trouble lies ahead. A number 
of old, dirty coal-fired plants are sched- 
uled to be shut down by the end of 2014 
in compliance with regulations from the 
Environmental Protection Agency. That 
could drive another 5 percent of coal 
demand out of the market, says Chen. 
Producers have been idling mines 


Coal’s Darkest Hour 


Tm just an 
= old chunk of coay 
AT gonna bea camo come da 
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since January. In February, Patriot Coal 
idled its Big Mountain mine, laying off 
250 workers. The next day, Alpha Natu- 
ral Resources, the biggest coal producer 
in West Virginia, said it would close two 
mines in that state and two in Kentucky, 
resulting in 320 layoffs. Those mines that 
aren’t being shut are cutting back on pro- 
duction and reducing worker hours and 
overtime. Many miners are retiring, and 
they're not being replaced. 

It’s all quite a turnaround froma 
decade ago, when the coal lobby pushed 
the idea that America’s energy future lay 
with its deep reserves of coal, the most 
abundant on earth. That argument is 
rarely heard today. 

Not everyone believes coal is fin- 
ished. Analysts at FBR Capital Mar- 
kets, a Virginia-based investment bank, 
think most coal-to-gas switching has al- 
ready happened, and further switching 
will be much harder because of logisti- 
cal constraints and existing contracts. 
“King Coal is not so easily displaced,” 
says FBR analyst Marc de Croisett. Over- 
seas customers are materializing, too: 
U.S. coal exports rose 57 percent from 
2009 through the end of 2011. New 
power generation in China and India 
could add 300 million tons of new coal 
demand this year. Some of the most 
bullish people on coal are in the rail- 
road business. Union Pacific Chief Ex- 
ecutive Officer Jack Koraleski foresees 
a strong summer for coal shipments. 
“Gas plants are running flat out right 
now, so the growth has got to come 
from coal once everyone turns their air 
conditioners on,” he says. “Coal is far 
from dead.” The question is whether it's 
mortally wounded. —Matthew Philips 


The bottom line Coal producers are getting 
hammered in the stock market as lower natural gas 
prices cut into their industry. 


Once the mainstay of U.S. power plants, coal is being replaced 
by abundant natural gas unlocked through widespread fracking. 
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Cheap natural gas and environmental regulations have 
lowered demand for coal, pusting prices down 
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AVital Pakistan Industry 
Is Dangerously Fragile 


> Textile mills in Faisalabad are 
closing while workers riot 


> “Were shipping only half the 
quantity we used to from this city” 


Chaudhary Maqsood Elahi, a Pakistani 
exporter of knitted garments, spent two. 
years trying to save his factory in the 
textile hub of Faisalabad. He sold his 
house, cut down on staff, and switched 
to air shipments to meet orders on time. 
It didn’t work. About six months ago, 
Elahi, whose Dilkhush Hosiery Mills 
produced T-shirts for European mega- 
retailers Carrefour and Metro, shut 
down his 15-year-old factory after book- 
ing losses for two straight years. He fired 
550 workers, tore down his plant, and 
divided the land into plots that he put 
up for sale to help repay loans. “Ikept 
running the factory despite losses in the 
hope of finding a way out, but the finan- 
cial burden kept growing,” says Elahi. 
Pakistan has one of the largest textile 
industries in the world, shipping 1.3 tril- 
lion rupees ($13.8 billion) worth of tex- 
tiles in the year ended June 30, mostly 
to the U.S. and Europe. Textiles account 
for 63 percent of Pakistan’s exports, and 
mills employ 20 percent of the nation’s 
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workforce. Faisalabad, which gener- 
ates the most tax revenue after Karachi, 
accounts for half of all textiles shipped 
from Pakistan. 

The Pakistani textile industry has had 
a golden opportunity to capture mar- 
kets lost by Chinese producers because 
of rising wage pressure in China and the 
appreciation of the yuan. But accord- 
ing to the Pakistan central bank’s latest 
annual economic report, the local indus- 
try hasn’t been able to seize the advan- 
tage. Instead, Bangladesh and Cambodia 
have increased sales of apparel as Paki- 
stani manufacturers struggle with energy 
shortages, the report says. Power black- 
outs last as long as 20 hours at a stretch 
in Faisalabad, while shortages of natural 
gas, which powers the looms, can go on 
for six days at a time. Demand for gas ex- 


Quoted 


“The fact that French people 
would vote for very far leftand 
very far right parties shows 
they are desperate. 

So the issue for the 

remaining candidates 


now is to talk to those 
people directly.” 
—Fabienne Keller, 
vice president, 
Finance Commission, 
French Senate 


Fabric drying in 
Faisalabad: Not 
‘enough power 
to go around 


ceeds supply by as muchas 15 percent in 
the city. Half of the city’s 250,000 power 
looms have gone out of business in the 
past 12 months, 10 percent of the spin- 
ning mills and fabric printing units have 
shut down, and half of the remaining 
plants are struggling to survive, says Mu- 
zammil Sultan, president of the Faisala- 
bad Chamber of Commerce and Indus- 
try. At least 200,000 workers have lost 
their jobs since last year. “We're shipping 
only half the quantity we used to from 
this city,” Sultan says. 

Faisalabad, a city of 5 million 
people surrounded by Pakistan’s big- 
gest cotton belt, was once known for 
attracting workers from across the 
Punjab province to run its weaving 
mills, spinning units, and garment 
factories. Now, as the textile business 
faces its biggest crisis ever, workers 
have begun leaving the city for the first 
time. “I’ve already moved my family 
back to Peshawar, and if can’t make 
this new tire repair business work, I 
will also move and try to find some 
other work,” says Sher Shah Khattak, 
who came to Faisalabad 35 years ago to 
work in the textile trade and lost his job 
as a loom operator last year. 

In March, thousands of textile work- 
ers poured out onto the streets ofthe 
city, burned tires, and shouted slogans 
against the government. “The change 
in the city is visible with just 10 percent 
of (large and medium] factories closed, 
and we see rioting by workers because 
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of the growing frustration,” says Sheikh 
Abdul Qayyum, managing partner of 
Em Que Fabrics in Faisalabad. “We 
can’t imagine what would happen if half 
ofall mills stop working.” 

Omer Nazar Shah, who heads the In- 
dustrial Police Liaison Committee, a non- 
profit group working with law enforce- 
ment authorities in Faisalabad, calls the 
layoffs “a very big threat” to security. 
“Since October, 2,500 people are losing 
jobs every week from various industries 
in Faisalabad. They’re either leaving the 
city or turning to crime,” he says. 

Prime Minister Yousuf Raza Gilani 
pledged in February to install new elec- 
tricity and gas plants in Faisalabad to 
help end the energy crisis. So far little 
has been done, probably because this is 
the last year of Gilani’s term. Elahi isn’t 
among those waiting for this to happen. 
“No matter what happens now,” he 
says, “Ilost everything that I built.” 
—Farhan Sharif 


The bottom line Pakistan's $13.8 billion textile 
industry is struggling to survive a critical shortage of 
energy torun its plants. 
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China Gambles on 
Affordable Housing 


> Building 36 million units for the 
poor is meant to save the economy 


> “The whole growth trajectory of 
China has been driven by housing” 


‘The Beijing Star Brand Building Materials 
West Factory has been demolished, and 
in its place is a construction pit crawling 
with dump trucks as cranes tower above. 
This is the future home of the Taiheyuan 
Affordable Housing Project, which will 
have grocery stores, restaurants, and 
2,400 apartments for factory hands and 
other low-income residents. 

‘As growth slows and real estate 
values slump, Chinese officials are 
counting on cheap housing to help prop 
up the economy. The Taiheyuan proj- 
ect is just a tiny piece of a vast national 
effort to build subsidized housing for 
the urban poor. Five million affordable 
apartments are to be built this year, 
with a goal of reaching 36 million 
units by the end of 2015. “We will 
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work speedily to improve the system for 
constructing, allocating, [and] manag- 
ing ... low-income housing,” Premier 
Wen Jiabao said in a speech on March 5. 
Leaders in Beijing, though, may encoun- 
ter stiff opposition at the local level as 
cities and towns balk at footing the bill 
and seek more profitable invest- 
ments for their money. Bo Xilai = 
Social housing, as it is known Pushed social 2 =. 
in China, is not just meant to Chaneeane — “ ES : 
give the growing numbers of The combination of artificial- 18 percent in the first quarter, while 
low-income workers and pension- ly low interest rates, a lackluster housing prices in more than half of the 
ers affordable places to live. It is also stock market, and restrictions on invest- top 70 cities fell in March, the sixth 
intended to boost the steel, cement, ing abroad drove huge sums into the real __ straight month of declines for Beijing, 
copper, and aluminum industries as estate market. Fixed asset investment, Shanghai, Guangzhou, and Shenzhen. 


prices sag and construction slows inthe | much of itin real estate, has grownmore “The property sector is where most 

real estate market. With growth in pri- than 40 percent annually for the past concerns lie,” wrote Mark Williams, 
vate housing likely to be flat, total floor | eight years, says Nicholas Lardy, senior London-based chief Asia economist at 
space for social housing should grow fellow at the Peterson Institute of Inter- Capital Economics, in a note on April 13. 
30 percent to 40 percent this year, pre-____ national Economics in Washington. In “The biggest near-term threat to growth 
dicts Tao Wang, an economist at UBS 2011 real estate made up 9 percent of is that construction activity does stall.” 
Securities in Hong Kong. “While the gross domestic product, estimates Lardy, Social housing may not prove the 
government is trying to manage hous- far higher than the 6 percent reached in savior it’s expected to be. The most 

ing prices down, it does not want the the U.S. at its peak. “The whole growth _ ambitious program was pushed by dis- 
economy to have a hard landing. Social trajectory of China has been driven by graced former leader Bo Xilai. The city 
housing can support overall growth,” housing investment,” says Lardy. “Ifyou of Chongqing, which he led, was plan- 
says Wang. Low-income housing con- wanted to create a bubble, you would ning 800,000 apartments at a cost of 
struction will act as a “sedative” for the | have done exactly what China did.” 100 billion yuan ($16 billion), with con- 
broader housing market, Vice Premier Starting in September, the market struction handled by state-owned devel- 
Li Keqiang said last year. began to slow. Home sales dropped opers such as Chongqing City Construc- 


tion, according to Standard Chartered. 
Now the central government has started 
es sifting through the financing of many of 


Wealth Chongqing’s projects, the China Business 

Two Decades, Widening Gaps Journalreported GrARNIS: "A lotot 
the new social housing is built in remote 

The Gini coefficient, developed by Italian statistician Corrado Gini, is areas [of Chongqing]” on the assump- 


tion that the city will keep up its torrid 
growth rate, with GDP up 16.4 percent 
last year, says Rosealea Yao, research 
manager at Beijing-based GK Dragonom- 


used to measure income inequality. Below is the percent change in the 
Gini coefficient for the Group of 20 nations.—Evan Applegate 
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ics. “There is a big question mark on all 
of this now.” 
| ‘The financing for social housing is 
‘7 —_———s also a concern, with the total bill ex- 
italy — pected to reach trillion yuan by 2015. 
South Africa = Russiatsawiar In March, Beijing announced it would 
India x 84% increase inits___ increase central government funding 
South Korea coe ete = Paes opel for lo a‘ scone boul by 23 pecan 
Germany es , caused byuneven  t0.212 billion yuan this year. But the vast 
Canada startingin the 1990s _ wealth gains inthe Majority of costs are likely to be borne 
Indonesia re immediate post- by local governments, which depend 
Brazil SS _ Fa on land sales for much of their revenue. 
Argentina 


ing until September, the money rolled 
in. “Local governments earned 3 tril- 
| | lion yuan last year from land sales," says 


——— Y___UBS's Wang. Yet the funds allocated to 
Russia SEM social housing were much smaller, she 


More equal Less equal > 


| With China’s real estate sector boom- 
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TomkKeenes 
EconoChat 


Tomtalks with Anne Mathias, 
director of Washington 
research for Guggenheim 
Securities, on taxes, growth, 
and the 2012 election 


You talk about “taxmageddon.” 
What's that? 

It is the absolute fiscal cliff that Con- 
gress appears to be facing at the end 
of this year, which is setting us up for 
a lame-duck session of Congress after 
the elections that could be epic in 
the volume of noise it makes, though 
maybe not necessarily in what it 
produces. But there are just an enor- 
mous number of tax measures, tax 
benefits, tax breaks, tax cuts, tax 
etc., that are expiring at the end of 
this year. 


Will we kick the can down 

the road? 

That is probably what will happen. 
Our main call is that we will have an 
election where basically the parties 
retain their current control of the 
organs of government, maybe with 
slightly weaker mandates, and that we 
are ina similar kind of power struc- 
ture. So we will basically kick the can 
down the road through the end of 
2013. And we will give ourselves 2013 
to try to fix everything, which will be 
impossible. 


So it’s going to be easier to extend 
the tax breaks instead of trying to 
end them? 

Right, for the most part. I mean, if 
you look at the list, it is something 
like more than $600 billion in total, 
if you really add everything in there. 
And the economy is not going to be 
ina position where it is going to be 
able to withstand that kind of fiscal 
shock. @ 


Keene hosts Bloomberg Surveillance 
7-10a.m. ET on 1130AM in the NY metro 


area & nationally on SiriusXM 13. 


says. “It’s not that they don’t have the 
money, it is they rather would spend it 
somewhere else rather than on social 
housing, given its small margins.” 

Concerns about corruption in social 
housing have grown in the wake of Chi- 
nese media reports showing officials 
improperly benefiting from programs. 
Some 80 percent of units are going to 
well-connected officials and state en- 
terprise managers rather than low-in- 
come people, estimates GK Dragonom- 
ics. Some question whether China’s 
urban areas are really meeting their 
social housing targets. Officials have 
used a very loose definition of what 
constitutes social housing, allowing 
cities to include slum redevelopments 
and sometimes even factory dormito- 
ries and hospital beds in the tally. Chi- 
na’s housing ministry itself conceded 
that 30 percent of social housing starts 
last year were not actually new proj- 
ects. “They may send a bulldozer out 
and scrape off a little earth and say we 
have just started 10,000 units. Then 
they can say to Beijing, look, we have 
met our quota,” says Lardy. 

Attempts to circumvent official tar- 
gets will likely grow as the real estate 
sector slows and local land sales drop, 
points out Lardy. In social housing, “it 
would require a ramp-up of major pro- 
portions to offset a downturn in China’s 
real estate market,” he says. 

—Dexter Roberts 


The bottom line A 5 trillion yuan program to build 


affordable housing faces so many obstacles that it 
may not boost the real estate market as hoped. 
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Strife-Torn Nigeria 
IsaMoney Magnet 


> The oil state attracts foreign 
capital despite terror attacks 


» “From an economic perspective 
[the attacks] are negligible “ 


Nigerian troops wield AK-47s at the 
‘Transcorp Hilton Abuja in the capital, 
while security guards scan for car bombs 
at the hotel’s entry checkpoints, snarl- 
ing traffic. Down the road, police block 
access to Holy Trinity Catholic church 
on Sundays as worshipers congregate. 
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socceris 
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Nigerians have been living with high 
security alerts since attacks by an Is- 
Jamist militant group, Boko Haram, in- 
tensified with a suicide bombing of the 
United Nations headquarters in Abuja 
in August. Boko Haram has claimed 
responsibility for a surge in gun and 
bomb attacks, including a Christmas 
Day bombing of a church in an Abuja 
suburb and multiple blasts on Jan. 20 
in the northern city of Kano that killed 
about 256 people. The group, whose 
name means “Western education is a 
sin,” seeks to impose strict Muslim law 
on the country. The U.S. Embassy in 
Nigeria warned American citizens on 
April 17 that Boko Haram may be plan- 
ning more attacks in the capital. 

Yet economic statistics do not por- 
tray a country in the grip ofa national 
emergency. Nigerian Eurobonds are so 
popular that their yield is near a record 
low. The currency, the naira, is Africa’s 
second-strongest performer against the 
dollar this year. The economy is expect- 
ed to grow 7.1 percent in 2012. 

Just as important, foreign and local 
investors seem unfazed by Boko Ha- 
ram’s violence. The attacks have been 
isolated to Abuja and northern states, 
home to the Muslim population and a 
Christian minority, while oil facilities 
and the commercial hub of Lagos in the 
south have been undisturbed. 

“The latest escalation of Boko Ha- 
ram's terror attacks is disturbing from. 
a security perspective,” says Christian 
Mejrup, an emerging-market portfolio 
manager at Denmark-based Global Evo- 
lution, which holds Nigerian treasury 
bills. “From an economic perspective 
they are negligible, since they are still 
isolated to the northern part of Nige- 
ria.” The 17 southern states, which cover 
one-fifth of Nigeria, produce about 
two-thirds of the growth. “All the sec- 
tors that are growing fastest are in the 
south,” says Jude Uzonwanne, head of 
the Nigeria office of Cambridge (Mass.) 
investment adviser Monitor Group. 
“The north’s economy is still geared to- 
wards subsistence agriculture.” 

The multinationals want to stake 
out territory ina country of 160 million 
whose population is growing 2.5 per- 
cent a year. That translates into a need 
for more electricity, more houses, and 
more food and drink. 

Nestlé is boosting the capacity of 
its local plants to make food seasoning, 
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chocolate malt, and cereal. “There’s 
huge potential still, and on top of that 
the population growth is just stagger- 
ing,” says Martin Woolnough, chief 
executive officer of Nestlé in Nigeria. Manchester United 
Standard Chartered CEO Peter Sands 
said in March that Nigeria is the bank’s 
biggest business out of the 15 African 
countries it operates in. “We're in Ni- 
geria with a huge population anda 
rapidly growing economy,” he said. In 
April, Siemens signed an agreement 
with Scanpower, a Nigerian compa- 
ny, to build a 1,600-megawatt power 
plant in Lagos. “As one of the fastest- 
growing megacities in the world, Lagos 
is seeking a significant improvement in 
its power supply,” says Michael Suess, 


US. personal income 


> SpaceX: The private space 
and spending 


exploration company is scheduled to 
launch its Falcon 9 rocket from Cape 
Canaveral to bring a capsule to the 

International Space Station. 
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») May Day > Hacking report: U.K, lawmakers are 
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CBS, and Pfizer report phone-hacking scandal at News, 
earnings Corp.'s News of the World. 
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the head of Siemens’s energy busi- ‘Allstate, Comcast, Time ministers meet to strike a deal on new 
ness. Dangote Cement, Africa's big- Warner, and Whole capital and liquidity rules for banks. 
gest supplier, is building a 3 million-ton Foods report earnings > Osama bin Laden: First anniversary 


plant in Calabar, Nigeria's southeast- 
ern seaport; that cement can go into 
home construction. Brewer SABMiller 
is planning a $100 million plant in Onit- 
sha, in the southeast. 

The north is not sharing in the 
bounty. United Nigeria Textiles and 
other textile makers, once thriving for- 
eign currency earners for Nigeria, have 
shut mills in the north amid competition 
from China and other Asian produc- 
ers. About 74 percent of Nigerians in the 
north live in poverty, compared with 


of the killing of the al-Qaeda leader by 
Cc Fe) US. forces in Pakistan. = 
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European Central Bank 
announces interest rates 


> U.S. China talks: Hillary Clinton and 
Timothy Geithner are expected to 
attend a round of economic talks with 
© their Chinese counterparts in Beijing. 
London calling: The UK. capital elects 
a mayor ahead of the Olympic Games. 


AIG, General Motors, 
Kraft Foods, and Viacom 
report earnings 


Frieze Art Fair > U.S. unemployment: Surveyed 


63 percent in the south, according to 

> ‘in New York a is 
the National Bureau of Statistics. Nigeri- economists expect the jobless rate 
an President Goodluck Jonathan in Janu- Duke Energy and to hold at 8.2 percent. 


ary declared a state of emergency in DyecTV report earnings: > The Avengers in theaters: Disney 


parts of the north, where Boko Haram, 2 hopes to recoup from John Carter 

inspired by Afghanistan's Taliban, has Man ie haved cease ene 

told Christians to leave. The govern- 

ment is “on top of” the threat, Jonathan 

said recently. Nigeria is “a safe place for Kentucky Derby > Berkshire Hathaway: The Omaha 

investment. We are a stable country.” ei GimicabGhalae holding company hosts its first, 
Boko Haram’s reach may yet extend pp ies shaichoiasr ‘meeting since Warren 

to the south, as it has already attacked Buffett announced he has cancer, 

centrally located Abuja, says Sebas- 

tian Spio-Garbrah, managing director 

of New York-based DaMina Advisors, 

which focuses on frontier investments. 

“It may be only a matter of time before s 

Lagos is attacked,” he says. The split in car race at Talladega 

development between the north and 

the south may cause serious trouble 

someday for Nigeria. For now, it’s just 

one more business risk. @ —Chris Kay 


and Maram Mazen a FO 
The bottom line Nigeria, a fast-growing market of (I= 


160 million people, is attracting multinationals even 
as hundreds die in the north. 


Nascar: Aaron's 499 stock > Austerity backlash: A closely 
contested presidential election in 
France and parliamentary elections in 
Greece and Serbia test the strength 
of the European Union. 
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Howto Geta Pay Raise 
(If You're aCEO) rai 


> Bycherry-picking pay comparisons, corporate boards justify larger compensation packages 


> Choosingbetter-paid peers “has been abig part of the ratcheting up of executive pay” 


Setting the CEO’s salary is one of the 
most important duties of a public com- 
pany’s board. So CBS directors decid- 
ed to give Chief Executive Officer Leslie 
Moonves a $69.9 million pay package 
last year only after assessing the com- 
petitive market for senior executive 
talent. The board of directors, how- 
ever, looked at companies that are, on 
average, more than twice as large as 
CBS and included many in businesses 
far afield from media. 

Such lopsided comparisons aren’t 
unusual at U.S. corporations. 

To justify how much they offer 
CEOs, board compensation 
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Leslie Moonves 
CEO, CBS 
Setting pay based on compensation 
at bigger companies can pay off. CBS 
compares its CEO's pay to packages at 
companies up to 15 timesits size; the 
median sales and market cap of both of 
its “peer groups” is more than twice as 
much as CBS's, That helped Moonves in 
2011 collect compensation of about 
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MOONVES' 
2011 Pay 


committees typically measure against 
the pay of CEOs at other companies. 
But they routinely pick larger companies, 
often outside their industry, that pay 
more and aren't rivals for the same ex- 
ecutive talent. “There is pretty straight- 
forward evidence of cherry-picking, and 
it’s pervasive,” says Thomas DiPrete, a 
Columbia University sociologist who has 
studied the use of board-selected peers 
to set CEO pay. 

In the 1980s and "90s, when execu- 
tive compensation rose dramatically 
and often angered investors, pay con- 
sultants sold many companies on the 
practice of benchmarking against peers. 
‘The idea was to compare compensa- 
tion with that of similar-size companies 
in similar industries to determine a fair 
compensation level. The problem is 
that the choice of peer groups can itself 
seem arbitrary. Four separate groups of 
academic researchers have found what 
they consider to be evidence of bias in 
the peer groups that U.S. boards use to 
set pay. Another found no bias. None 
of the studies identify companies using 
skewed peer groups by name. 

Intentionally picking better-paid 
peers “has been a big part of the ratch- 
eting up of executive pay,” says Bill 
George, a Harvard Business School gov- 
ernance professor who's a director at 
ExxonMobil and Goldman Sachs and 
a former CEO of Medtronic. The adjust- 
ed average compensation of CEOs in the 
Standard & Poor's 500-stock index rose 
to $12.9 million in 2011, or 380 times the 
average worker’s pay. That’s up from 

$625,000, or 42 times average worker 
pay in 1980, the AFL-CIO said ina 
report released in April. 

Many directors “have incentives to 
make compensation decisions that are 
more favorable to executives” than to 
shareholders, says Lucian Bebchuk, a 
Harvard Law School professor who has 


T THE CLOGK 


Robert Friel O 
CEO, PerkinElmer 

PerkinElmer says it benchmarks 

its pay against companies with 

similar sales. But in its annual pay 

filing, it compares its own 2011 sales 

with peers’ 2010 or earlier numbers. 

If you looked at PerkinElmer's sales during 

the same year, the median company in its 

peer group would be actually larger by 


researched CEO pay. One reason: 
Directors may not want to risk upset- 
ting their board position or their rela- 
tionship with a CEO, he says. Compa- 
nies that use peer groups to help set 
compensation—one study found that 
89 percent do—have been required to 
disclose them by the Securities and 
Exchange Commission since 2006. 
Most companies vary pay based 
on performance, yet stil] use competi- 
tive peer data to determine the size of 
a CEO’s target compensation, set at the 
beginning of a company’s fiscal year. 
This includes salary, a bonus target 
whose final amount varies based on 
annual performance, and an award of 
stock or options. Directors at CBS mea- 
sured pay for Moonves against that of 
CEOs at five other media companies, all 
of them larger by market value and all 
but one larger by sales. Directors also 
look ata bigger group of businesses in 
a variety of industries, such as IBM and 
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Share of companies 
ituses for CEO pay 
comparisons that 


89 


General Electric. The median company 
on both lists is more than twice the size 
of CBS by both sales and market value. 

GE had 1 times CBS's sales, based 
on the latest figures available when CBS 
determined pay, while IBM had 14 times 
CBS's market capitalization. Neither 
company compares itself with CBS in 
setting its pay. GE CEO Jeffrey Immelt 
had total compensation of $21.6 mil- 
lion last year, and former IBM CEO Sam 
Palmisano, who stepped down in De- 
cember, had compensation of $31.8 mil- 
lion for 2011. CBS in a statement said 
benchmarking is “just one data point” it 
uses when setting CEO pay, which varies 
based on performance. 

CBS's corporate sibling Viacom, 
from which it was separated in 2005, 
uses almost the same groups of out- 
size peers. The median company on 
Viacom’s media-industry peer group 
56 percent bigger by market cap and 
more than twice as big by sales; the 
median company in its broader peer 
group also has more than twice Via- 
com’s sales and market value. Viacom 
said ina statement that it doesn’t set 
pay directly based on its chosen peers 
but “uses this information to get a 
broader perspective of overall compen- 
sation practices.” Sumner Redstone, 
who is executive chairman of both com- 
panies and controls them through a 
special class of stock, made a combined 
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Hugh Grant 
CEO, Monsanto 


If you're in a low-paying industry such as 
chemicals or agriculture, pegging your pay 
to CEOs in a better-paying industry may 
help. Monsanto, the seed and herbicide 
maker, compares itself mostly with high- 
paying health-care companies such as 

Eli Lilly and Abbott Laboratories. 
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CHANGE YOUR SPOTS 


Frederick Waddell 
Northern Trust 


‘Some companies switch the industry they say they operate in, which can have a big 
impact on the boss's pay. Northern Trust, which had previously compared itself with banks, 
in 2009 added higher-paying money managers to its peer list. In 2011 it switched back to 
considering only peer banks—just in time to catch a jump in bank industry CEO pay. 


10% 


change in Waddell’s pay 
since 2008, an increase of 


$5.9m 


$41 million in pay last year. Viacom CEO 
Philippe Dauman collected $43 million. 

Some companies measure CEO pay 
against executives in completely dif- 
ferent industries—even as they gauge 
their corporate financial performance 
by looking within their own sector. 
Monsanto, the world’s largest seed 
company and the maker of Roundup 
herbicide, compares its financial perfor- 
mance with DuPont, Dow Chemical, 
and other chemicals and seed-produc- 
ing rivals. Its board also used to focus on 
these companies when they set execu- 
tive compensation. 

But since at least 2006, Monsanto's 
board stacks up CEO Hugh Grant's pay 
mostly against leaders at health-care 
companies such as Abbott Labora- 
tories and Eli Lilly. They're among 
the best-paid on Monsanto's list, in- 
cluding $24 million for Abbott’s Miles 
White and $16.4 million for Lilly’s John 
Lechleiter in 2011. Grant’s pay has 
risen from about $2.7 million in 2004, 
his first year as CEO, to $11.6 million in 
2011. None of the 14 health-care compa- 
nies Monsanto cites compares its CEO 
pay with the seed company. Monsanto 
in a statement said it’s at least as big or 
bigger than its median peer, that the 
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S15M_ Northern Trust added 
higher-paid CEOs to its 
peer group in 2009, based 
‘on 2008 data It reversed 


$12m course in 2011 
sam 
$6m 
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group is diversified across nine indus- 
tries, and most “are science-based and 
research-focused like Monsanto.” 

Boards sometimes justify pay in- 
creases for CEOs simply by adjusting 
their peer groups. Northern Trust's 
board added six companies to the list 
of businesses it deemed CEO-talent rivals 
in 2009. There weren't enough asset 
managers on the old list, the Chicago 
bank and wealth manager said in ex- 
plaining the decision to investors. “Only 
asmall number of the current peer com- 
panies have a directly comparable busi- 
ness profile,” the bank said. 

Left unstated was the impact govern- 
ment-imposed pay restrictions had on 
banks that accepted bailout funds during 
the financial crisis: Median pay among 
Northern Trust’s old peer group dropped 
from $9.2 million to $6.8 milion in 2008. 
None of the companies added to the list— 
five asset-management companies and a 
brokerage firm—were subject to govern- 
ment pay restrictions. Among them was 
BlackRock, the largest money manag- 
er in the world, which had just had the 
second most profitable year in its 2I-year 
history. After the shift, CEO Frederick 
Waddell received a compensation 
increase to $11.9 million, from 
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about $8 million the year before. The 
bank declined to comment about wheth- 
er peer comparisons played a role in its 
pay decisions. 

‘Two years later, 31 percent of share- 
holders voted against Northern Trust's 
compensation program at its April 2011 
annual meeting. The bank respond- 
ed by increasing Waddell’s salary to 
$956,250, from $900,000, cutting his 
cash bonus to $1.6 million from $2 mil- 
lion, and long-term awards to $7 mil- 
lion from $8 million. Directors also 
dropped the six newcomers and re- 
turned to the old peer list, calling it a 
“more targeted” group. 

That's not necessarily bad news for 
Waddell. By 2011, most banks, includ- 
ing Northern Trust, had repaid their 
bailouts. Median CEO pay on the old 
list of rival banks for 2010 had risen to 
$12.9 million. Northern Trust said it be- 
lieves the current peer list is “appropri- 
ate.” It declined to comment on the pay 
differences between the two lists. Since 
Waddell, a lifer at Northern Trust, 
became CEO in 2008, the bank’s shares 
lost 33 percent after dividends through 
April 25, compared with a 40 percent 
drop for the KBW Bank Index. 

Four groups of researchers, includ- 
ing Columbia’s DiPrete, who looked 
at several years’ performance at 1,183 
companies for a study published in 
2011, found evidence that companies 
were probably cherry-picking better- 
paid peers intentionally, with three of 
them concluding that boards had no 
legitimate justification for doing so. 

‘One group, led by John Bizjak of 
Texas Christian University, that looked 
at 707 companies, found that the 
amount of cherry-picking has tapered 
off since the companies had to dis- 
close their choices in 2006, But another 
group, including Michael Faulkender at 
the University of Maryland and Jun Yang 
of Indiana University, finds the opposite 
in a working paper. It says that cherry- 
picking has gotten more pronounced 
since the SEC demanded disclosure. 
“Observing opportunistic peer bench- 
marking at other firms,” wrote the re- 
searchers, who looked at 763 compa- 
nies, “those firms that did not engage 
in such practices may have begun to do 
so.” —Zachary Mider and Jeff Green 
The bottom line Board compensation committees 


routinely set CEO pay based on comparisons to 
CEOs at companies that are larger or pay more. 


Sports 
Spanish Soccer’s 
Economic Crisis 


> Local clubs face lower TV revenue 
anda possible player exodus 


> Sports programmingis “good for 
ratings, but it’s a financial disaster” 


Spaniards enduring both a debt crisis 
and the European Union’s highest un- 
employment haven't had much to cel- 
ebrate in recent years other than the 
exploits of soccer stars Iker Casillas and 
Xavi Hernandez. Spain's national team 
won the European Championship in 
2008 and the World Cup in 2010. Now 
Spanish broadcasters say they may not 
be able to afford the TV rights to future 
soccer matches. 

Antena 3 de Television and Medi: 
set Espafia Comunicacion, Spain’s big- 
gest commercial TV stations, say that 
when the rights to broadcast next sea- 
son’s top weekly soccer matches come 
up for sale in June, they won't bid unless 
prices fall by half. Rival station La Sexta, 
which is merging with Antena 3, paid 
about €60 million ($79 million) last 
season, or €1.6 million for each of the 
38 matches, according to Antena 3. 

Spanish broadcasters are struggling 
to turn their nation’s success on the field 
into a profitable business. A 15-year-old 
Spanish law requires that one major 
game a week be shown free on broad- 
cast TV; the rest go to cable and satellite 
pay-TV operators. That scarcity of sports 
programming for conventional broad- 
casters has helped push up the prices 
they must pay to air that one weekly 
match, which can be a huge ratings draw. 
Pay-TV operators suffer as well since they 
lose subscription revenue from fans con- 
tent to watch one game a week free of 
charge, the Spanish Soccer League says. 
“The problem with sports events is that 
it’s good for ratings, but it’s a financial di- 
saster,” says Antena 3 Chief Executive OF 
ficer Silvio Gonzalez. 

‘The prospect of lower TV revenue 
in turn threatens the financial viabil- 
ity of Spanish clubs and their ability 
to slow down the exodus of star play- 
ers to the English Premier League, 
where clubs are bankrolled by Russian 
oligarchs, Middle East oil sheiks, and 


The 
Ron Paul 
effect 


Indian food companies. Players are con- 
cerned about whether Spanish teams 
can honor contracts if there’s a collapse 
in the value of TV rights, says Rodrigo 
Garcia, a lawyer in Madrid who handles 
negotiations for several players in La 
Liga. “You aren't 100 percent certain 
of getting paid,” he says. 

While the Spanish League, which 
generates about €600 million in annual 
TV revenue, trails the English league in 
overall income, its superstars are the 
world’s highest-paid players. France Foot- 
ball magazine estimates that Barcelo- 
na’s Lionel Messi is soccer’s No. 1 earner 
with an annual income of €33 million, 
including base salary, bonuses, and en- 
dorsement deals. Real Madrid's Cristia- 
no Ronaldo is No. 3 with €29 million, the 
publication says. Representatives for the 
players declined to comment. 

Players who have left the country 
in the past two years include Spanish 
national-team players David Silva and 
Juan Mata, who left Valencia for Man- 
chester City and Chelsea, respectively. 
Valencia’s banks had stopped lending it 
money, and at one point it was late with 
salary payments to players. 

European media is abuzz with specu- 
lation that other stars may head north. 
Manchester City, owned by Abu Dhabi’s 
Sheikh Mansour bin Zayed Al Nahyan, 
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Cristiano | Ronaldo 
Real Madrid 


may make a £42 million ($67 million) 
offer for striker Radamel Falcao, who 
scored more than 25 goals for Spain’s 
Atlético Madrid this season, the Sun 
reported on March 29. Chelsea, con- 
trolled by billionaire Roman Abramov- 
ich, may pay £80 million to get Ronaldo 
and his Real Madrid teammate Gonza- 
lo Higuain, the Daily Telegraph said on 
March 26. Representatives for the clubs 
declined to comment. 

In the English Premier League, La 
Liga’s biggest rival, no games are shown 
live on free TV. British Sky Broadcast- 
ing Group, the pay-TV company that’s 
held exclusive rights to England’s top 
soccer games since 1992, has more than 
10 million subscribers and is one of the 
most profitable businesses of Rupert 
Murdoch’s News Corp. 

Although teams concede there's little 
hope Spain’s government will end the 
free-to-air TV rule in the current eco- 
nomic environment, that hasn’t stopped 
them from crying foul. “It’s not com- 
pulsory to put movies or theater on free 
television in Spain,” says La Liga spokes- 
man Juan Carlos Santamaria. “So why 
shouldit be for soccer?” 

—Manuel Baigorri and Alex Duff 


The bottom line Spanish soccer generates about 
$792 million in TV revenue annually. Broadcasters 
say they can no longer afford the hefty TV rights. 
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Gonzalo Higuai 
Real Madrid. 
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Foxborough is about a 
40-minute drive from Boston 
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Gambling 
Is Wynn Out of Aces 
In Massachusetts? 


> The mogul's pitch fora $1 billion 
casino has a community divided 


> “I don’t think Steve Wynn 
anticipated the negative feeling” 


Gaming magnate Steve Wynn doesn’t 
shy away from a fight. In Foxborough, 
Mass., the founder of Wynn Resorts 
has been battling hard to get a $1 bil- 
lion casino built. He’s sent a video pitch, 
bought full-page newspaper ads, and 
sent canvassers door-to-door to per- 
suade residents to support the project. 
Wynn faces plenty of obstacles: 
Civic leaders won't negotiate with him, 
an opposition group has attract- 
ed 1,200 members, and rival 
Caesars Entertainment wants 
to build its own Boston-area 
casino. On April 16 a supporter 
of Wynn's project was arrested 
for allegedly threatening the life 
of a town selectman, accord- 
ing to police. “I don’t think Steve 
Wynn anticipated the negative 
feeling in the community,” says 
Ray Poirier, executive editor of 
Gaming Today. “He’s got to turn 
the town around.” 
Massachusetts Governor 
Deval Patrick signed legisla- 
tion in November au- 
thorizing three casinos 


& and a slot machine 
"SS parlor in the com- 
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Arendering of 
Wynn Resorts’ proposed ~. 
casino complex 


monwealth. The law divides the state 


into three regions, allowing one casino 
in each. The winning proposals will be 
picked by the Massachusetts Gaming 
Commission based in part on their po- 
tential economic contribution to the 
state. Before the commission can review 
an application, however, the operator 
must negotiate an agreement with the 
host community and wina local refer- 
endum, Licenses aren't expected to be 
awarded until mid-2013. 

The prize is the permit for the Boston 
region. With 4.5 million residents, it’s 
the 10th-largest metropolitan area in 
the U.S. Per capita income in Boston, at 
$31,856, is 16 percent above the national 
average. Clyde Barrow, a professor at the 
University of Massachusetts Dartmouth 
who studies the New England gambling 
market, figures a Boston-area casino 
could generate as much as $800 million 
in gaming revenue a year. (The state will 
be entitled to a 25 percent cut.) 

Wynn identified Foxborough, atown 
of 17,300 that lies 30 miles south of 
Boston, as his site of choice last year. He 
wants to build the casino on land leased 
from New England Patriots owner Robert 
Kraft and adjacent to Gillette Stadium. 
Neither Wynn nor Kraft responded to 
requests for comment. 

The Las Vegas billionaire 
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shouldn't be surprised that Foxbor- 
ough’s residents are digging in their 
heels. The town twice rejected zoning 
changes that would have allowed gam- 
bling, in 2004 and 2011, says Paul 
Mortenson, a former selectman. In 

a December letter to government of- 
ficials and Wynn, the board of select- 
men said Foxborough did not want to 
pursue casino negotiations. Yet the bal- 
ance could shift after elections on May 7 
in which two of five seats are being 
contested. Two candidates oppose the 
casino and two favor negotiating with 
Wynn, according to Mortenson. 

Residents are just as divided. Collin 
Earnst, a marketer at a software com- 
pany, says he’s concerned about the 
effect the project will have on traffic 
and property values. “The zoning they 
applied for is the size of the Statue of 
Liberty,” says Earnst, who has joined 
the No Foxboro Casino group. Real 
estate agent Millie Cetrone, who sup- 
ports the casino because it will bring in 
tax revenue, points out that the neigh- 
boring town of Walpole has a prison, 
“and the [property] values there are a 
lot higher than Foxborough.” She calls 
the decision “a no-brainer.” 

Wynn claims the casino would create 
4,000 permanent jobs and could gen- 
erate as much as $15 million in revenue 
for schools and other public services. 
The billionaire has funded a grass-roots 
group called Jobs for Foxboro, which 
has organized three town meetings to 
drum up support. 

Barrow questions whether Wynn has 
chosen the right locale. A casino north 
of Boston would have less competition 
and keep more dollars in Massachusetts 
in the event that New Hampshire legal- 
izes gambling, he says. 

Caesars, Wynn’s longtime rival, has 
teamed up with Suffolk Downs, a horse 
racing track in East Boston, to pursue 
its competing bid. On April 12, Boston 
Mayor Thomas Menino named an ad- 
visory panel to pursue a deal with the 
Caesars/Suffolk Downs group, a move 
he likened to firing the starting gun for 
the Boston Marathon. In a statement, 
Menino predicted the outcome of the 
race “could be the largest economic 
development game changer in Boston’s 
recent history.” —Christopher Palmeri 


The bottom line Residents of Foxborough, Mass, | 


are resisting Wynn Resorts’ plan to build a casino 
that could generate $800 milion a year. 


Early Mountain Dew 
packaging and ads 
stressed its hillbilly roots 


Marketing 
Mountain Dew Wants 
Some Street Cred 


» Long a Southern favorite, it seeks 
urban and Latino drinkers 


> “We haven't really talked to this... 
emerging teen base as much” 


Urban cool and Mountain Dew are 
two phrases that don’t usually go to- 
gether. PepsiCo is trying to change 
that. The snack and beverage giant 
built the country’s best-selling non- 
cola soft drink thanks to its popularity 
with primarily white consumers in the 
Plains states and the Southeast. Now 
it's working to broaden the sugary, caf- 
feine-laced drink’s appeal with young 
blacks and Latino 
Inamarketing push featuring hip-hop 
star Lil Wayne and street skateboarder 
Paul Rodriguez, PepsiCo is hoping Moun- 
tain Dew will catch on in urban centers 
such as New York, Miami, and Los An- 
geles just as it has in rural areas such as 
Nebraska and Kentucky. “Our biggest 
opportunities are in those areas with the 
highest concentration of consumers who 
probably haven't heard the Dew message 
as focused as we could have” made it, 


says Brett O’Brien, vice president of mar- 
keting at Mountain Dew. 

Mountain Dew has been a bright spot 
in PepsiCo’s brand portfolio, outper- 
forming Pepsi-Cola over the past two 


The soda’s new campaign 
uses rapper Lil Wayne— 
known by his nickname 

“Weezy’—to help draw more 

diverse and urban drinkers. 
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years. There’s cause for worry, howev- 
er. The brand that accounts for 20 per- 
cent of PepsiCo’s U.S. beverage sales lost 
share last year while Coca-Cola’s Sprite 
and Fanta gained. Meanwhile, Moun- 
tain Dew’s target market-young people 
from 18 to 24—are increasingly more 
diverse. The trick for the world’s sec- 
ond-largest soda maker will be to reach 
these new audiences while holding on 
to core Dew fans. From 2000 to 2010, 
the percentage of white non-Hispanics 
younger than 24 fell to 18.6 percent of 
the U.S. population, from 21.5 percent. 
And though whites make up 70 percent 
of soda drinkers, they are 80 percent 

of Dew consumers, according to iTrack 
Data figures provided by PepsiCo. 

The new “This Is How We Dew” TV 
advertising campaign debuted in April 
and features Lil Wayne. “If you got any- 
thing from me, it’s to find your thing 
and do you,” he says over clips of con- 
cert footage and skateboarders. “We all 
know it’s not what you do, it’s how you 
do.” The initial ad mixes in snowboard- 
ers and a country singer to keep the 
brand’s mainstream hooked in, Future 
versions will target regional tastes and 
pastimes. 

Look at a map of the U.S. showing 
Mountain Dew’s top-selling states 
and you'll find a swath reaching 


S NATURE CALLING DAY AND NIGHT? 


Jalyn 
(dutasteride and tamsulosin HCl) 


Capsules 
0.5mg/0.4 mg 


Going Frequently Incomplete Emptying Waking Upto Go Flow Starts and Stops Trouble Going 


For guys with symptomatic benign prostatic hyperplasia (BPH), nature calls a little too often. JALYN can help reduce 
urinary symptoms of BPH in men with an enlarged prostate. JALYN is not approved for the prevention of prostate cancer. 
It’s time to ask your doctor if JALYN is right for you. 


www.JALYN.com 


Important Safety Information About JALYN 


* JALYN is for adult men only. Women should not take or touch JALYN 
due to risk of a specific birth defect. If a woman comes in contact 
with leaking JALYN Capsules, she should wash the contact area 
immediately with soap and water. 


* Do not take JALYN if you are allergic to dutasteride, finasteride, 
tamsulosin, or any of the ingredients in JALYN. 


* JALYN may cause rare and serious allergic reactions, including: 
swelling of your face, tongue, or throat, and serious skin reactions, 
such as skin peeling. Get medical help right away if you have these 
serious allergic reactions. 


* JALYN may cause a sudden drop in blood pressure upon standing, 
especially when starting treatment, which may cause you to faint, 
or feel dizzy or lightheaded. Avoid driving or operating hazardous 
equipment when starting or restarting JALYN. 


* Tell your doctor about all the medicines you take, including prescription 
and non-prescription medicines, vitamins, and herbal supplements. 
JALYN and other medicines may affect each other, causing side effects. 


* Some types of medicines should not be taken with JALYN, including: 


ketoconazole, an antifungal medication, which if taken with JALYN 
can increase levels of tamsulosin, a component of JALYN; and 
alpha-blockers, like tamsulosin, which if taken with JALYN may 
cause fainting, dizziness, or feeling lightheaded. 


* Some types of medicines should be used with caution when taken with 
JALYN, including: erythromycin, paroxetine, or terbinafine, which when 
taken with JALYN can increase levels of tamsulosin, a component of 
JALYN; cimetidine; certain types of medicines that are commonly used 
to treat erectile dysfunction, which when taken with JALYN may cause 
fainting, dizziness, or feeling lightheaded; and warfarin. 


Gk) GlaxoSmithKline 


* Only your healthcare provider can tell if your symptoms are due to 
BPH or a more serious condition like prostate cancer. See your 
doctor for regular exams. 


* JALYN may cause serious side effects including a higher chance of 
a more serious form of prostate cancer. 


* Your healthcare provider may check you for other prostate 
problems, including prostate cancer, before you start and while 
you take JALYN. A blood test called PSA (prostate-specific antigen) 
is sometimes used to see if you might have prostate cancer. 

JALYN will reduce the amount of PSA measured in your blood. Your 
healthcare provider is aware of this effect and can still use PSA to 
see if you might have prostate cancer. Increases in your PSA levels 
while on treatment with JALYN (even if the PSA levels are in the 
normal range) should be evaluated by your healthcare provider. 


Rarely, JALYN can cause a painful erection. If this happens get 
medical help right away. 


* Do not donate blood until 6 months after stopping JALYN. 


* Before you take JALYN, tell your doctor if you: have a history of low 
blood pressure, plan to have cataract surgery, are allergic to sulfa 
medications, take medicines to treat high blood pressure, have liver 
problems, or have any other medical conditions. 


* The most common side effects include: ejaculation problems, 
trouble getting or keeping an erection (impotence), a decrease in 
sex drive (libido), decreased amount of semen released during sex, 
dizziness, enlarged or painful breasts (if you notice breast lumps 
or nipple discharge, you should talk to your healthcare provider), 
and runny nose. 


Please see the next page for Patient Information about JALYN. 


You are encouraged to report negative side effects of prescription drugs 


sk 
tothe FDA. Visit www fda.gov/medwatch, or call 1-800-FDA-1088. ie 
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PATIENT INFORMATION 


JALYN™™ [JAY-LIN] 
(dutasteride and tamsulosin hydrochloride) 
Capsules 


ALYN is for use by men only. 


ead this patient information before you start taking JALYN and each time you get 
refill. There may be new information. This information does not take the place of 
uiking with your healthcare provider about your medical condition or your treatment, 


that is JALYN? 
ALYN is a prescription medicine that contains 2 medicines: dutasteride and 
imsulosin. JALYN is used to treat the symptoms of benign prostatic hyperplasia 
SPH) in men with an enlarged prostate. 


tho should not take JALYN? 
© Not Take JALYN if you are: 

* pregnant or could become pregrant. JALYN may harm your unborn baby. Pregnant 
women should not touch JALYN Capsules. fa woman who is pregnant with a 
male baby gets enough JALYN in her body by swallowing or touching JALYN, the 
male baby may be born with sex organs that are not normal. fa pregnant woman 
or woman of childbearing potential comes in contact with leaking JALYN 
Capsules, the contact area should be washed immediately with soap and water. 

* a child or teenager. 

* allergic to dutasteride, tamsulosin, or any of the ingredients in JALYN. See the end 
of this page for a complete list of ingredients in JALYN. 

+ taking another medicine that contains an alpha-blocker. 

* alge tocter 5 alpna-eductass Init, for example, PROSCAR® (finasteride) 

lets. 


that should | tell my healthcare provider before taking JALYN? 


efore you take JALYN, tell your healthcare provider if you: 
* have a history of low blood pressure 
+ take medicines to treat high blocd pressure 
* plan to have cataract surgery 
* have liver problems 
* are allergic to sulfa medications 
+ have any other medical conditions 


Tall your healthcare provider about all the medicines you take, including 
rescription and non-prescription medicines, vitamins, and herbal supplements. 
ALYN and other medicines may affect each other, causing side effects. JALYN may 
fot the way other medicines work, and oer medicines may effet how JALN 
‘orks. 


now the medicines you take. Keep a list of them to show your healthcare provider 
ad pharmacist when you get a new medicine, 


ow should | take JALYN? 

+ Take JALYN exactly as your healthcare provider tells you to take it. 

+ Swallow JALYN Capsules whole. Do not crush, chew, or open JALYN Capsules 
because the contents of the capsule may irtate your ls, mouth, or throat. 

+ Take your JALYN 1 time each day, about 30 minutes after the same meal every 
day, For example, you may take JALYN 30 minutes after dinner every day. 

+ If you miss a dose, you can take it later that same day, 30 minutes after a meal. 
Do not take 2 JALYN Capsules in the same cay. If you stop or forget to take JALYN 
for several days, talk with your healthcare provider before starting again. 

+ Ifyou take too much JALYN, call your healthcare provider or go to the nearest 
hospital emergency room right away. 


‘hat should | avoid while taking JALYN? 

+ Avoid driving, operating machinery, or other dangerous activities when starting 
treatment with JALYN until you know how JALYN affects you, JALYN can cause a 
sudden drop in your blood pressure, especially at the start of treatment. A sudden 
drop in blood pressure may cause you to faint, feel dizzy or lightheaded. 

+ You should not donate blood while taking JALYN or for 6 months after you have 
stopped JALYN. This is important to prevent pregnant women from receiving 
JALYN through blood transfusions. 


‘hat are the possible side effects of JALYN? 
ALYN may cause serious side effects, including: 

* Decreased blood pressure. JALYN may cause a sudden drop in your blood 
pressure upon standing from a sitting or lying position, especially at the start of 
treatment. Symptoms of low blood pressure may include: 

** fainting 
dizziness 
« feeling lightheaded 
« Rare and serious allergic reactions, including: 
'* swelling of your face, tongue, or throat 
+ serious skin reactions, such as skin peeling 


Get medical help right away if you have these serious allergic reactions. 
[ of 


le 
called intraoperative ‘loppy iris syndrome (FIS) can happen if you take or have 
taken JALYN in the past. If you need to have cataract surgery, tell your surgeon if 
you take or have taken JALYN. 

* A nainful erection that will not an awav. Rarely JAI YN can cause a nainfil 


erection (priapism), which cannot be relieved by having sex. I this happens, 


get medical help right away. If priapism is not treated, there could be lasting 
damage to your penis, including not being able to have an erection. 


The most common side effects of JALYN include: 

* ejaculation problems 

* trouble getting or keeping an erection (impotence) 

* a decrease in sex drive (ibido) 

* dizziness 

* erlarged or painful breasts. If you notice breast lumps or nipple discharge, you 
should talk to your healthcare provider. 

* runny nose 


Dutasteride, an ingredient of JALYN, has been shown to reduce sperm count, semen 
volume, and sperm movement. However, the effect of JALYN on male fertility is not 
known. 


Prostate-Specific Antigen (PSA) Test: Your healthcare provider may check you for 
other prostate problems, including prostate cancer, before you start and while you 
take JALYN. A biood test called PSA (prostate-specific antigen) is sometimes used to 
see if you might have prostate cancer. JALYN will reduce the amount of PSA 
measured in your blood. Your healthcare provider is aware of this effect and can still 
se PSA to see if you might have prostate cancer. Increases in your PSA levels while 
on treatment with JALYN (even if the PSA levels are in the normal range) should be 
evaluated by your healthcare provider. 


Tell your healthcare provider if you have any side effect that bothers you or that 
does not go away. 


These are not all the possible side effects with JALYN, For more information, ask 
your healthcare provider or pharmacist. 


Call your doctor for medical advice about side effects. You may report side effects to 
the FDA at 1-800-FDA-1088. 


How should I store JALYN? 

* Store JALYN Capsules at room temperature (59! to 86°F or 15° to 30°C). 

* JALYN Capsules may become deformed and/or discolored if kept at high 
temperatures. 

+ Do not use or touch JALYN if your capsules are deformed, discolored, or leaking, 

* Safely throw away medicine that is no longer needed, 


Keep JALYN and all medicines out of the reach of children. 


Medicines are sometimes prescribed for purposes other than those listed in a 
patient page. Do not use JALYN for a condition for which it was not prescribed. Do 
Not give JALYN to other people, even if they have the same symptoms that you 
have. t may harm them, 


This patient information page summarizes the most important information about 
JALYN. If you would like more information, talk with your healthcare provider. You 
can ask your pharmacist or healthcare provider for information about JALYN that is 
written for health professionals. 


For more information, go to www.JALYN.com or call 1-888-825-5249. 


What are the ingredients in JALYN? 
Active ingredients: dutasteride and tamsulosin hydrochloride 

Inactive ingredients: black ink, butylated hydroxytoluene, carrageenan, FD&C 
yollow 6, ferric oxide (yellow), gotatin from certifiad BSE-free bovine sources), 
alycerin, hypromellose, iron oxide red, methacrylic acid copolymer dispersion, 
microcrystalline cellulose, mono-di-glycerides of caprylic/capric acid, potassium 
chloride, tal, titanium dioxide, and triethyl citrate. 

How does JALYN work? 

JALYN contains 2 medications, dutasteride and tamsulosin. These 2 mecications 
work in different ways to improve symptoms of BPH. Dutasteride shrinks the 
enlarged prostate and tamsulosin relaxes muscles in the prostate and neck of the 
blacder. These 2 medications, when used together, can improve symptoms of BPH 
better than either medication when used alone. 


Jointly Manufactured by 
Catalent Pharma Solutions 
F-67930 Beinheim, France 
D-73614 Schomdorf, Germany 
and 

Rottendorf Pharma GmbH 
1D-59320 Ennigerloh, Germany 


Distributed by 


@ ciarosmithxiine 


GlaxoSmithKline 
Research Triangle Park, NC 27709 


©2011, GlaxoSmithKline. All rights reserved. 
June 2011 SLN:2PIL 


PROSCAR is a registered trademark of Merck and Co, In: 
LJALY isa registered trademark of GlaxoSmithKline, 
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Companies&iIndustries 


from North Dakota east to the Virgin- 
ias and then swinging back to Arkansas. 
Dew even outsells Coca-Cola in conve- 
nience stores in Georgia, Coke’s home 
state. Dew’s weakest territory stretches 
from California along the southern U.S. 
border to Louisiana. 

Mountain Dew, once a nickname for 
moonshine liquor, was created in the 
1940s by Ally and Barney Hartman as a 
lemony soda and spirits mixer. Early bot- 
tles featured a gun-toting hillbilly chas- 
ing a federal agent from an outhouse. 
PepsiCo bought the brand in 1964 but 
kept the down-home image: Its first TV 
ad used the slogan, “Ya-hoo! Mountain 
Dew! It'll tickle your innards.” A bare- 
foot, one-toothed mountain man raved, 
“Shore as shootin’, there's a bangin 
every bottle,” asa curvy woman wearing 
a hair bow and Wilma Flintstone-looking 
dress took a sip. 

The new campaign—-targeted at con- 
sumers in their teens to 20s—includes 
TV and radio ads built around a diverse 
lineup of seven celebrities whose appeal 
is tailored to regional markets. Coun- 
try star Jason Aldean’s spot might be in 
heavy rotation in Nashville, for exam- 
ple, while Lil Wayne woos TV viewers in 
Los Angeles. Mexican-American profes- 
sional skateboarder Paul Rodriguez, aka 
P-Rod, appeals to a street-skate set that 
is racially diverse, O’Brien says, and his 
spots will air in multiple markets. “It’s 
been a matter of messaging,” he says. 
“We haven't really talked to this differ- 
entiated, emerging teen base as much 
as we have that heartland consumer.” 

Lil Wayne’s collaboration with Moun- 
tain Dew marks his first endorsement 
deal with a major consumer-products 
brand. Next month a promotion called 
DEWeezy—a mashup with his nickname, 
Weezy-will invite consumers to help 
the tattooed Grammy winner produce a 
30-second TV spot for the drink. 

Dew’s campaign will be coupled with 
a distribution push in urban centers 
such as New York City, where often only 
the original version is carried. Flavors 
including cherry Code Red and orange 
LiveWire, as well as diet varieties, may 
be added at gas stations and conve- 
nience stores, where 45 percent of all 
Mountain Dew is sold. @ 

—Duane D. Stanford 
The bottom line Mountain Dew, which accounts 


for 20 percent of PepsiCo's US. beverage sales, is 
trying to attract more black and Latino drinkers. 


Briefs 


Wal-Mart 
Apricey corruption inquiry ahead 


Wal-Mart Stores may end up paying hun- 
dreds of millions of dollars to investigate al- 
legations that it bribed Mexican officials if 

the government expands its probe into other 
countries, according to former federal pros- 
ecutor Amy Conway-Hatcher. Wal-Mart is ex- 
amining claims raised by an April 21 New York 
Times story that said executives in Mexico 
paid more than $24 million in bribes to speed 
its expansion there, and covered up the re- 
sults of an internal probe. The Department 

of Justice has opened a criminal investiga- 
tion into the matter, a person familiar with the 
probe said. In the past year, the company has 
created a new global anti-bribery compliance 
post at its headquarters. 


Apple 
Profit nearly doubles on China sales 


Robust demand for the 
iPhone in China fueled 
94 percent surge in 


‘to $116 billion. The 
country now accounts 
for 20 percent of the 
company’s revenue. Worldwide, Apple logged 
59 percent increase in sales during its fiscal 
‘second quarter. The stock jumped as much 
as 10 percent, to $618, on April 25, the first 
day of trading after the announcement. That 
nearly erased deciines earlier in the month 
prompted by reports that sales of the Phone 
were slowing in the U.S, and that the compa- 
ny faced shortages of key components. 


Apple's quarterly profit, 


April 30 — May 6, 2012 
Bloomberg Businessweek 


‘Compiled by Karen Weise 


Planetary Resources 
Big-name backers for a space venture 


Google Chief Execu- 
tive Officer Larry Page 
and Chairman Eric 
Schmidt are among 
the backers of a ven- 
ture to mine asteroids 
for precious metals, 

as earth's resources become strained. 

Planetary Resources aims to launch tele- 

scopic surveyor into earth's orbit within two 

years to identify potential targets and begin 
prospecting within four years. The venture 
also plans to develop galactic “gas sta- 
tions" that will use hydrogen and oxygen in 
asteroid water to refuel spacecraft, includ- 
ing satellites. 


BP 
First criminal arrest in Gulf spill 


A former BP engi- 
neer was arrested on 
charges of intentional- 
ly destroying evidence 
requested by US. au- 
thorities about the 
size of the 2010 Gulf 
of Mexico oil spill.In a criminal complaint 
filed in federal court in New Orleans, Kurt 
Mix, who worked on internal BP efforts to 
estimate the amount of oil leaking from the 
well, is charged with deleting text messages 
between him and a supervisor. Mix entered 
no pleaat an April 24 hearing. BP, which de- 
clined to comment on the case, says it will 
continue to cooperate with the investigation. 


MetLife 
Settling a probe into death benefits 


MetLife, the largest 
US life insurer, will pay 
about $500 milion 

to settle a multistate 
probe into whether 

it and other insur- 

ers keep death pay- 
outs owed to beneficiaries. Regulators say 
the insurers, who learn of deaths through 
Social Security data, should try harder to pay 
beneficiaries who haven't submitted claims. 
MetLife will pay $188 millionin 2012 and the 
rest over 17 years. It says nearly all claims 

are submitted by beneficiaries and are paid 
quickly. MetLife is also starting monthly re- 
views to identity unclaimed death benefits 
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> Ron Paul prepares to exit politics, and scores of loyalists step up to fillhis comfort shoes 


» “Aspeople increase thesize and scope of government, there’s got to bea few of us toresistit” 


Karen Kwiatkowski, a Republican can- 
didate for Congress in Virginia, rarely 
Passes up an opportunity to scold 
Washington politicians about runaway 
defense spending, which she says is 

an egregious waste of taxpayers dol- 
lars that does little to make Americans 
safer, Halfway across the country, Tisha 
Casida, a Colorado Independent, says 
she'll push to end the drug war and le- 


galize marijuana if she’s elected to the 
House. In Florida, Calen Fretts, a Lib- 
ertarian seeking to unseat a veteran Re- 
publican congressman, promises that if 
he’s elected he’ll begin working to abol- 
ish the U.S. Federal Reserve. “As people 
increase the size and scope of govern- 
ment," Fretts says, “there's got to be a 
few of us to 
‘These candidates have two things in 


common: All are long shots seeking office 
for the first time. And all were inspired to 
run by the same man—Ron Paul. 

After 12 terms in the House, Paul, 
who is 76, says he'll retire at year’s 
end. Though he gamely insists he can 
still defeat Mitt Romney and capture 
the Republican nomination, his p 
dential runs have always been 
about forcing other candidates, 


Says on his campaign website that he is 
carpenter and mechanic who has beon 
subject to “numerous government abuses 
by government bureaucrats” 
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and the public, to pay attention to his 
libertarian arguments for eliminat- 
ing most taxes, closing federal agen- 
cies, bringing U.S. troops home from 
overseas, legalizing drugs, outlawing 
official secrecy, dismantling the Fed, 
returning to the gold standard, and 
generally getting the government to get | ey 
out of the way. 

If forcing his don’t-tread-on-me, 
minimalist philosophy into the main- 
stream is the benchmark, Paul can 
claim victory and return to Texas [Utah] 
happy man. The professional poli Kevin Bryan (U) 
cal class may ridicule him as an eccen- 
tric kook leading a cantankerous army 

Delia Lopez (R) 
US.HOUSE 


TheRon Paul Effect 


R_ REPUBLICAN 
|_ INDEPENDENT 
L LIBERTARIAN 


of potheads who invade chat rooms 
with ALLCAPS rants about govern- 
ment overreach. (And no doubt there’s 
something to that-the most worship- 
ful Paul evangelists can be hard to 
stomach). But listening to his rivals in 
the GOP debates demand that the Fed 
be audited and the Departments of 
Energy and Education be shuttered, 
it’s clear that many of Paul’s positions, 
once considered extreme, are now 


Brian Brady (R) 
GOP CENTRAL COMMITTEE 


Jenny Worman (R) ty 
US. HOUSE 
Rick Williams (R) 


Was a 

A _ 5 US. SENATE 

routine Republican talking points—and director 

that his influence over conservative Gilet 
ei Abt: Board of 

politics greatly outweighs his low poll the @crean 

rankings and back-of-the-pack primary ‘Actors 

Guild 


returns. “I believe our time has come,’ 
says Paul, who quickly tempers this 
uncharacteristic display of optimism. 


| Nevada] ECE 
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“It’s still going to be a knock-down areal . ; 
dragged-out figh else helt Tisha Casida (1) 


U.S. HOUSE 
Paul leaves behind a small army of 


brawlers itching to take up the battle 
in his name. This election 
year, at least 65 of his sup- 
porters are campaigning 
for local, state, or national 
office in 23 states. They join 
more than a dozen Paulac- 
olytes who won elections in 
2010, including GOP Rep- 
resentative Justin Amash 

of Michigan, who is seeking a second 
term—not to mention Paul’s son Rand, 
who was elected to the Senate as a Re- 
publican in Kentucky. 

Other Paul followers and former 
aides have maneuvered their way into 
Republican Party leadership positions 
in Nevada, lowa, Nebraska, Texas, and 
Maine, where they are attempting to 
rewrite party platforms and keep es- 
tablishment Republicans from giving 
Paul's 70-plus primary delegates to Mitt 
Romney. Usually, “when a candidate 


drops out, the followers go too,” s 
Aaron Libby, a 29-year-old Maine blu 
berry farmer and Paul die-hard who 
was elected to the state legislature 
2010. “They were following a cafidi- 
date; we are following amovement.” 
This kind of fervor is copimon 
among Paul candidates, many of 
in politics to 
the moment they first saw him speak. 
Kwiatkowski, a 51-year-old cattle farmer 
and retired Air Fore 
was raised by Goldyater Republicans. 


Was County 
Sheriff in Arizona 


Texas Congressman Ron Paul, who has 

said he’ll step down from office at yearend, 
has inspired a crop of candidates who are 
running for office on his libertarian platform 


lieutenant colonel, 
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Ray Kirkus (L) 
| Missouri COUNTY COMMISSIONER 
Scotty Boman (R) 
Jason Greene (L) US. SENATE 
US. HOUSE 
Kerry Bentivolio (R) 
Robyn Hamlin (R) US. HOUSE 
US. HOUSE 
North Dakota 
Eric Olson (L) 
UISHOUSE 
Mike Peterson (R) 
STATE HOUSE 


Dwayne Stovall (R) 
STATE HOUSE 


Ed Kless (L) 
STATE SENATE 


George Harper (R) 
US. HOUSE 


Michael Cole (L) 
US. HOUSE 


Patrick Hisel (L) 
US. HOUSE 


Richard Mack (R) 
US. HOUSE 


Sam Brannon (R) 
COUNTY COMMISSIONER 


Sterling Russell (L) 
STATE HOUSE 


Tammy Blair (R) 
STATE SENATE 


Zach Grady (L) 


US, HOUSE 


Running for Paul's seat 


hl 


_ 


Anthony Tolda, a Paul-inspired 
candidate and Investment manager 
who is running for congress as an 
independent in New York state 


Lost his race 


Bill Yarbrough (R) eat 


Robert Wagner (I) \) 
STATE SENATE 


Oklahoma | 


US. HOUSE 


Sean Stipe (L) 
US, HOUSE 


| Jenn Coffey (R) 
| ‘STATE HOUSE 


Jim Forsythe (R) 
STATE SENATE / 


Tennessee 


Daniel Lewis (L) 
‘STATE HOUSE 


Aaron Libby (R) 
‘STATE HOUSE 


Rob Witterschein (I) 
U.S. HOUSE 


Floyd Bayne (R) 


U.S. HOUSE 


Paul's son Rand Paul, 
won a Senate seat 
from Kentucky in 
November 2010 


Pennsylvania 


Dale Kerns (R) 
GOP NATIONAL CONVENTION 


oe Lost his race 


Eric Martin ee 
U's, HOUSE 
Marc Scaringi (R) 


US. SENATE 


Mike Koffenberger (L) 
US, HOUSE 


West 


Dale Anderson (R) 
MAYOR 


Karen Kwiatkowski (R) 
US. HOUSE 


North Carolina 


Adam Brooks (L) 


) 
U 
COUNTY CONMISSIONER 2 
Mark Hopp (R) i 


COUNTY COMMISSIONER 


i Shaun Crowell (L) Glen Bradley (R) 
Ratan? rad STATE SENATE 
His campaign Jeremy Adams (R) 
Florida website: Getyour- STATE HOUSE 
Calen Fretts (L) countrybackcom Jordon Greene (R) 


US, HOUSE, 


Don Stephenson (L) 
SCHOOL BOARD 


Peter Richter (L) 
‘STATE HOUSE 


“I voted for Reagan,” she says. 
“But he grew government, 

he didn’t reduce it.” Disillu- 
sioned, Kwiatkowski left the 
GOP. Then, in 2003, she read 
about Paul's staunch opposition to the 
Iraq War-which she thought was an ir- 
responsible use of troops and money— 
and his shrink-the-government phi- 
losophy. She was hooked, and started 
attending Paul rallies. Eventually, she 
rejoined the Republican Party. “Icame 


STATE HOUSE 


Kent Wilsey (L) 
‘STATE HOUSE 


back because Ron Paul is a Republican,” 
she says. “If he became independent or 
a libertarian, I would follow.” 
Kwiatkowski has nothing good to say 
about Mitt Romney—“a big government 
socialist running as a Republican’—and 
feels the same about her own GOP con- 
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Bloomberg Businessweek 


gressman, nine-term incumbent 
Bob Goodlatte, whom she faults 
for voting to raise the debt ceil- 
ing, among litany of other griev- 
ances. Instead of grousing about it, 
she decided to challenge him in the 
primary. She’s unconcerned that 
she has almost no chance of un- 
seating him. The point is to show voters 
that mainstream Republicans have lost 
sight of what the party once stood for. 
“People are really responsive to the 
ideas,” she says. “They don’t care if they 
come from Karen Kwiatkowski, Ron 
Paul, or Thomas Jefferson.” 

Other Paul-inspired candidates tell 
similar stories of their political awak- 


ening. Casida, 
30-year-old 
graphic design- 
er running as an 
Independent in 
asprawling Col- 
orado district, 
says she had 
little interest 
in becoming a 
fe i politician until 
2008, when 
she read End the Fed, perhaps Paul’s 
best-known manifesto. “It opened my 
eyes,” she says. She read everything 
she could about him and went to see 
Paul speak. Casida decided to run for 
office herself after she tried to start 
a farmer's market but discovered it 
would mean paying thousands of dol- 
lars in feesevidence, she says, of gov- 
ernment run amok. 

“So many of our problems stem 
from unconstitutional acts at the fed- 
eral level,” she says. Casida has little 
chance of defeating the Republican 
incumbent Scott Tipton. She'll be out- 
spent by hundreds of thousands of 
dollars, though she’s managed to raise 
$20,000, much of it from Paul support- 
ers around the country. 

The candidates quote liberally 
from Paul on their websites and in 
their speeches. Few receive his per- 
sonal endorsement—he won't 
back one Republican running to 
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unseat another, and tends to think 
candidates should make it on their 
own. One thing the Paul hopefuls 
don’t try to emulate: their mentor’s 
rambling, circular sentences and 
slide-whistle speaking voice. “There 
are many examples in Ron Paul's 
career where he didn’t phrase things 
in the best way he could,” says Amash, 
diplomatically, “If he’s in a debate, he 
might stray from answering the direct 
point of the question....But he’s Ron 
Paul.” Jim Forsythe, a Paul protégé 
who won a seat in New Hampshire’s 
legislature in 2010 andis seeking a 
second term this year, says he tries to 
distill Paul’s complex ideas for voters. 
“He'll give an answer that | agree with 
and people cringe,” Forsythe says. 

“L think, how could I say that dif- 
ferently?” Rand Paul provides a 
model. Instead of 
demanding, like 
his father, that 
marijuana be 


“I don't think 


ME levalized, he 
doing is going has spon- 
to go away’ sored a bill 


—Ron Paul that would end 
minimum man- 
datory sentencing 
for pot convictions. 
The difference, Rand Paul says, is 
one “of degrees.” 

To encourage more Paul followers 
toenter the arena, Gigi Bowman, a 
Long Island real estate agent, started 
LibertyCandidates.org, which runs 
meet-ups for Paul supporters and 
__ candidates and offers advice on 
running for office. It 

may take 
—w 


years for 
some of the greener 
hopefuls to get their acts to- 
gether. “Eventually,” she says, “they'll 
win seats. 

Paul himself already seems to be 
looking toward the exit. “I think it’s sort 
of human nature to key around one 
person who is the spokesman,” he says. 
“But I think it’s much bigger than that. 

I don’t think that what we are doing is 
going to go away, regardless of what 
happens in the election. An army can’t 
stop an idea whose time has come.” 
—Elizabeth Dwoskin 

The bottom line At least 65 people, inspired by Ron 


Paul to enter politics, are running for local, state, and 
national office in 23 states. 


2012 Election 
Danger On the Right. 
And On the Left, Too 


» As Democrats feud over how to sell 
tax hikes, Obama has to pick sides 


» “Never start off a political 
conversation with the T-Word” 


Four years ago, the country was falling 
to pieces, and Democrats were, elector- 
ally speaking, thrilled about it. For many, 
winning was as easy as not being associ- 
ated with a deeply unpopular president, 
George W. Bush, and his party. 

Today, the economy has only mar- 
ginally improved, and now it’s the 
Democrats who will be held culpable. 

If voters base their decision on the pro- 
verbial question—“Am I better offthan I 
was four years ago?”—President Obama 
might not win another term. The central 


question for his campaign, and his party, 


is, What should they talk about instead? 
In recent weeks, they seem to have set- 
tled on an answer: Taxing the rich. 

‘Though Senate Republicans blocked 
Democrats’ efforts to pass the Buffett 
Rule, which would have required the 
highest earners to pay a minimum tax 
rate of 30 percent, Democratic leaders 
have not let the subject drop. The presi- 
dent continues to argue for tax hikes on, 
the wealthy at every turn. Most Demag 
ocrats are on board, yet the issu@fiag) 
nonetheless inflamed old divisions OG= 
tween liberal and moderate Democraiy 
They disagree on why tax hikes are 
important~are they about fairness or 
about reducing deficits?—and also over 

how the president should make 
is case for them with 
~~ the public. 
“With- 
out a doubt, the old 
debate is reemerging,” says 
Jonathan Cowan, president of the cen- 
trist think tank Third Way. “It’s like lo- 
custs; it always comes back.” 

Liberals view a highly progressive tax 
rate as a matter of social justice neces- 
sary for the government to fulfill its com- 
mitment to things like Medicare, Social 
Security, and education. “Tax policy 
will define whether the country is run 
on behalf of the 99 percent or the 1 per- 
cent,” says Damon Silvers, policy direc- 


‘tor for the AFL-CIO. “As long as we have 
the essentially corrupt tax system we 
have today, where people with power 
and influence get away with paying so 
much less as a percentage of their in- 
comes than the rest of us do, there’s not 
enough money in the system to do what 
we need to as a country to be competi- 
tive.” The AFL-CIO advocates repealing 
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the high-end Bush tax cuts, eliminating 
lower rates for capital gains, and impos- 
ing a financial transactions tax. 

‘That kind of language alarms busi- 
ness-friendly moderates, many of 
whom remain traumatized by Dem- 
ocratic losses going back a genera- 
tion that they attribute to cavalier talk 
about tax hikes. “Never start off a po- 
litical conversation with the T-word,” 
warns Democratic Representative Jim 
Cooper of Tennessee. “Walter Mondale 
tried that against Ronald Reagan, and it 
didn’t work. America is an aspirational 
society. Every labor union member is a 
would-be yacht owner.” 

An April 9 Third Way poll found that 
independent voters, on whom the elec- 
tion will likely turn, are most recep- 
tive to tax increases when paired with 
a desirable policy outcome like deficit 
reduction. “If the rationale is fairness,” 
Cowan says, “it’s much less compelling 
than if the rationale is fiscal responsi- 
bility and growth. On the traditional 
left, ‘fairness’ has become shorthand 
for raising taxes to solve the fiscal crisis 
without cutting spending.” 

One reason for the tension is that 
Obama will have to choose a side, and 
his decision will frame the public debate 
and could inform what happens after 
the election. Lately, he has emphasized 
fairness, hammering home the theme 
in the run-up to Tax Day. Polls indicate 
unequivocally that he’s on the winning 
side of the issue: A recent CNN/ORC In- 
ternational poll showed 67 percent of in- 
dependents agreeing that the tax system 
“benefits the rich and is unfair to the or- 
dinary working man or woman.” 

‘That doesn’t necessarily 
make ita winning 
electoral 


strategy. 
Voters could agree 
that the current system is 
unbalanced yet fail to be persuad- 
ed that Obama’s prescription for fixing 
it would produce jobs or do enough to 
lift the economy. In fact, recent polls 
suggest that this might be the greatest 
threat to Obama’s chances of winning 
a second term: Though voters gener- 
ally endorse Obama’s critique of the 
tax system, they say Mitt Romney is the 
better choice to manage the economy. 
—Joshua Green 

The bottom line Obama must decide between 


Democrats who urge him to runas a populist against 
the rich, and those who warn that's a path to defeat. 
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A Tax Windfall From 
The Housing Bust 


» With foreclosures up, there's less 
mortgage interest to be written off 


» “We're in a budget crisis, and an 
extra $170 million shows up” 


As Karen Jacobs, an economist in Ari- 
zona’s Department of Revenue, was re- 
viewing income tax data for 2010, she 
came across a puzzling trend: Refunds 
were down and tax liability was up even 
though the state’s unemployment rate 
peaked that year, at 10.8 percent. “My 
first thought was: ‘Taxable income? Why 
would that be up if people are losing 
jobs?’” says Jacobs. 

With new houses sitting vacant in the 
desert and foreclosures soaring, it didn’t 
take long to figure out the reason. Home 
ownership rates, real estate prices, and 
interest rates were all falling, so fewer 
people were deducting mortgage inter- 
est and mortgage holders had often bor- 
rowed less or had refinanced at lower 
rates. The value of itemized deductions 
dropped 20 percent for the year—led 
by a decline in the tax break for mort- 
gage interest. “I was shocked about how 
much I owed,” says Stephen Buckman, 
who had to pay the Internal Revenue 
Service $1,500 when he filed his 2011 
taxes. In December 2010, a bank fore- 
closed on his Phoenix townhouse, which 
had plunged in value to $50,000 from 
the $196,000 he paid in 2006. 

Like Buckman, people across the 
U.S. have seen their tax bills increase 
due to the housing bust. On federal tax 
returns, claims for the mortgage interest 
deduction dropped by 14 percent, from 
2007 to 2009, IRS data show. For 2010, 
preliminary data indicate that use of 
the write-off fell by a further 
7.2 percent. The decline saved 
the U.S. government between 
$13 billion and $26 billion 
from 2007 to 2010, estimates 
Andrew Hanson, an assistant 
professor of economics at 
Georgia State University who 
has researched the tax break. 

‘The shift “is not surprising, 
given what we know happened to the 
housing market,” Hanson says. 


FOR! 
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Use of the mortgage interest deduc- 
tion peaked in 2007 when it showed 
up on 40.8 million returns. That fell 
to 36.5 million for 2009, according to 
the IRS, and the amount deducted de- 
clined from $491 billion to $421 billion 
for those years. Preliminary data show 
the number of returns on which taxpay- 
ers claimed the tax break edged up to 
36.9 million in 2010, though the dollar 
value of the write-offs fell to $387 bil- 
lion. “You're seeing 5 million fewer re- 
turns between 2007 and 2009 claiming 
the deduction,” says Matthew Gardner, 
executive director for the Institute on 
Taxation and Economic Policy, a non- 
profit research group. “Itis a real drop.” 

In Arizona, the change led to about 
$170 million in unanticipated revenue 
for fiscal 2011, a pleasant surprise after 
a $3 billion drop in tax revenue during 
the previous three years, says John 
Arnold, Governor Jan Brewer's 
budget director. “We're in a budget 
crisis, and an extra $170 million 
shows up,” Arnold says. “We under- 
stand that is the result of people losing 
their homes. If I could say it was the 
result of people refinancing, we'd be all 
smiles.” 

Other states, especially where fore- 
closures have been high, have seen a 
similar trend. In California, just behind 
Arizona with the third-highest fore- 
closure rate in the U.S. last year, the 
number of filers taking the deduc- 
tion for mortgage interest fell 9 per- 
cent while the value of the write-offs 
fell almost 20 percent from 2007 to 
2009, according to data from the state’: 
Franchise Tax Board. “It’s helping the 
state governments,” says David 
Albouy, assistant professor of 
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economics at the University of Michi- 
gan at Ann Arbor, “because they are not 
giving away as much as they were before 
in the mortgage interest deduction.” 
—Amanda J. Crawford 

The bottom line Mortgage interest deductions have 


dropped by more than $70 billicn as the housing bust 
means fewer Americans qualify for the write-off. 
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Wall Street’s 
Favorite Democrat 


» Jim Himes works to dial back laws 
that get in the big banks’ way 


> The congressman “brings real- 
world experience to the table” 


Wall Street doesn’t have many friends 
in Washington these days-especially 
among Democrats on Capitol Hill. They 
pushed through the massive Dodd- 
Frank financial overhaul and are scru- 
inizing derivatives trading and similar 


high-risk practices. 

There is one House 
Democrat who has 
taken pity on the 1 ss ee for be. 
percent: Jim Himes. A ple of doze, 
former Goldman Sachs invest- 
ment banker who represents Green- 
wich, Westport, and other affluent Con- 
necticut towns where many bankers rest 
their heads at night, he isn’t shy about 
defending the industry or decrying Wall 
Street bashing. Banking policy has de- 
volved into a “morality play that is good 
vs. evil, Democrat vs. Republican, which 
is absurd,” he says. Dodd-Frank “con- 
tains some very, very good things and 
very important things. And it contains 
some silly things.” 

From his seat on the House Finan- 
cial Services Committee, Himes has 
sided with Democrats in resisting Re- 
publican calls to repeal Dodd-Frank— 
which he helped to write and voted to 
pass—but he’s also joined with Repub- 
licans who argue the law puts the in- 
dustry on too short a leash. This year, 
he has authored legislation to limit 
the ability of regulators to oversee in- 
ternational swaps trades, 
and worked out a deal 
between the parties to 
water down requirements 
that financial firms keep 
their derivatives deals 
separate from their fed- 
erally insured banks. He 
has also leaned on regu- 
lators to ease restrictions 
on the speculative trading 
banks do for their own ac- 
counts. 

No surprise that 
Himes’s efforts win him 
kind words from Wall 
Street. “He brings real- 
world experience to the 
table,” says Scott Talbott, 
chief lobbyist for the Fi- 
nancial Services Round- 
table, an industry trade 
association. “He’s some- 
body we can work with.” 
Of the $1.7 million in cam- 
paign contributions Himes 
has amassed to fund his 
campaign for re-election, 
nearly $219,000 has come 
from the securities and 
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investment industry, according to the 
Center for Responsive Politics. 

He'll likely need all the cash he can 
get: Republicans have put Himes on 
their hit list of potentially vulnerable 
House Democrats targeted for defeat in 
November. “We plan to hold Jim Himes 
accountable for his record supporting 
the president’s big government tax-and- 
spend agenda,” says Nat Sillin, a spokes- 
man for the National Republican Con- 
gressional Committee. 

Himes's Wall Street cred isn’t enough 
to make Republicans forget that he is 
otherwise a reliable Democrat who 
backs President Obama’s health-care 
reform law, favors tough environmental 
regulations, and believes his GOP col- 
leagues are kidding themselves if they 
think they can reduce the deficit with- 
out raising revenue. It probably doesn’t 
help that Himes can’t seem to keep his 
thoughts to himself. An avid Twitter 
user, @jahimes rarely misses a chance 
to poke Republicans in the ribs, includ- 
ing House Majority Leader Eric Cantor— 
a politician not noted for his sense of 
humor. “So you can support Cantor’s 
bill or you can be serious about taming 
the deficit. But you can’t do both,” 
Himes tweeted on April 20. (He says 
his staff has laid down the law: no men- 
tion of body parts, and no tweeting after 
more than two drinks or less than four 
hours of sleep.) 

Himes, who won his seat four years 
ago by defeating a veteran Republi- 
can, knew he'd have to fight to keep it. 
‘Though he’s personally popular and 
his district leans Democratic, it’s ex- 
pected to be a close race. “I gotta be 
at Rotary clubs, I gotta be at American 
Legions, | gotta be at people's events,” 
he says. “I look at the lifestyle of some- 
one who has a safe seat and I crave that 
lifestyle, but it’s not good. The country 
would be a lot better off if everyone’s 
district looked like mine. | always have 
to be on my toes.” © 
— Phil Mattingly and Robert Schmidt 


The bottom line Despite Himess willingness to buck 
his party and push bills to ease restrictions on big 
banks, the GOP has targeted him for defeat. 
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Amid the e-book price war, publishers worry about Amazon's print-on-demand technology 


Forthe e-commerce giant, this “is largely about taking control of the business” 


There’s a glaring anachronism at the 

center of most Amazon.com fulfillment 
centers: aisle after aisle of old-fashioned 
books. Amazon stocks these volumes for 
the many customers who still favor the 
tangible pleasures of reading on paper. 
Yet the company is relentless about in- 
creasing efficiency and has at the ready 
an easy way to remove some of those 

bookshelves: on-demand printing. With 
an industrial-strength printer anda digi- 
tal book file from the publisher, Amazon 
could easily wait to printa book unt 
after a customer clicks the yellow “place 
your order” button. The technology 


is championed by those who want to 
streamline the book business—and it 
might turn out to bea flash point in the 
hypertense world of publishing. 

The book industry isn’t eager to 
embrace any more wrenching chang- 
es. The introduction of the Kindle in 
2007, and Amazon’s insistence on a 
customer-friendly $9.99 price for new 
releases, has set off a multifront fracas. 
Efforts by the largest publishers to side- 
step Amazon’s pricing strategy attracted 
the attention of the U.S. Department of 
Justice, which recently filed an antitrust 
lawsuit against Apple and five book 


publishers over their alleged collusion 
to raise e-book prices. (Three publish- 
ers have settled the lawsuit.) The issue 
of print on demand has taken a back: 
as this e-book drama plays out. 

Yet executives at major New York- 
based book publishers, who requested 
anonymity because of the legal scru- 
tiny of their business, say Amazon 
regularly asks them to allow print on 
demand for their slower-selling backlist 
titles. So far they've declined, suspect- 
ing that Amazon will use its printon- 
demand ability to further tilt the 
economics of book publishing in 
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its favor. Asking publishers to move 

to print on demand “is largely about 
taking control of the business,” says 
Mike Shatzkin, founder of Idea Logical, 
a consultant to book publishers on digi- 
tal issues. “It adds some profit margin, 
but it also weakens the rest of the pub- 
lishing universe.” 

Print on demand has been around 
for more than a decade. In 1997, the 
largest book wholesaler in the U.S., 
now known as Ingram Content Group, 
started a division called Lightning 
Source to serve publishers who wanted 
to print limited copies of certain books. 
In 2005, Amazon acquired a rival print- 
on-demand provider, BookSurge, and 
began offering publishers the option of 
supplementing inventory with print- 
on-demand copies when physical vol- 
umes of a title sell out. Now called 
CreateSpace, the Amazon subsidiary 
mostly caters to small publishers and 
self-published authors. The technology 
has gotten better over time, and print- 
on-demand books are now indistin- 
guishable from most paperbacks. 

Publishers worry that a widespread 
shift to print on demand could, like the 
advent of e-books, disrupt their cen- 
tury-old business model. Companies 
such as Random House and Simon & 
Schuster have spent decades invest- 
ing in their own supply chains, storing 
books in giant warehouses and devel- 
oping the transportation infrastructure 
to ship those volumes to stores within 
days. If print on demand became wide- 
spread, publishers could cut their fixed 
costs and solve the perennial problem 
of stores returning unsold books. But 
that would throw into doubt almost 
everything else about the way big pub- 
lishers conduct business, since they’re 
compensated based on the range of 
services they provide, from editorial 
guidance to storage and distribution. 
Print-on-demand technology would 
make it harder for the publishers to jus- 
tify keeping a large majority of a book’s 
wholesale price. 

One of the New York publish- 
ing chiefs says that even al- 
lowing titles to be print- 

ed on demand by 


Amazon when short- 


the company to order 
“Sewer printed books. And 


AIG: Profiting 


froma “stealth 
bailout”? 
page 47> 


having, limitless inventory would give 


Amazon yet another edge over retailers 
such as Barnes & Noble, which pub- 
lishers want to keep in business as a 
counterweight to the e-commerce jug- 
gernaut. Another top executive of a 
major New York publisher says there’s 
too little trust in Amazon to consider its 
print-on-demand services. 

Amazon is not the 
only company trying 
to usher reluctant big 
publishers into a print- 
on-demand future. In 
the late 1990s veteran 
Random House editor Jason 
Epstein had a vision of an ATM-like ma- 
chine that could produce hard-to-find 
books, and in 2003 created the company 
(On Demand Books to develop the idea. 
‘Today its Espresso Book Machine, man- 
ufactured by Xerox and costing about 
$100,000, sits in a few dozen bookstores 
around the country. It takes about four 
to five minutes to download and print 
ahigh-quality paperback. Last fall, 
HarperCollins Publishers, a division of 
News Corp., became the first major pub- 
lisher to make part of its catalog avail- 
able to On Demand Books, offering about 
5,000 older volumes. Yet the machines 
still offer an extremely narrow selection 
of popular titles, which has limited their 
appeal. “The catalog is huge, but it’s 
overwhelmingly public domain,” says On 
Demand Books Chief Executive Officer 
Dane Neller, referring to older books no 
longer under copyright. “That's a func- 
tion of publishers’ reluctance to upset 
their existing supply chain, though we 
hope and believe that will change. 

‘As the digital transition upends 
the industry, resistance to on-demand 
printing may fade. Smaller publishers 
that have already made the switch away 
from printing and storing their own 
books say it’s well worth it. “Instead 
of putting all those books in a ware- 
house, you free up cash flow to invest in 
R&D,” says Laura Baldwin, president of 
O'Reilly Media, a publisher of technical 
books that moved to print on demand 
last year and shed $1.6 million in inven- 
tory cost. “You can invest in the tech- 
nical future of publishing as opposed 
to printed books thatare sitting in the 

lags. ¢ 
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The bottom line Publist@rs are reluctant to allow 
‘on-demand printing for fear of empowering Amazon, 
though smaller publishers enjoy the cost savings. 
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GE Heads West With 
$1Billionto Spend 


> The industrial giant aims to harness 
data from the hardware it sells 


» “In the end, what everyone wants 
is predictability” 


General Electric's first research labo- 
ratory was housed in a barn in upstate 
New York; its newest is going up in Sili- 
con Valley. In a vivid illustration of how 
the locus of U.S. innovation has shifted 
from the East to the West Coast, GE is 
pouring $1 billion into a facility in San 
Ramon, Calif., that will be staffed with 
as many as 400 people. 

New hires for the Global Software 
Center, which is set to open in June, are 
coming from Oracle, SAP, and Syman- 
tec. Bill Ruh, the vice president running 
the venture, was lured away from Cisco 
Systems last year. The tech industry 
veteran says persuading developers to 
forgo windfalls from initial public of- 
ferings to come work at an industrial 
stalwart is not as difficult as one might 
think. “They want to be in on the Next 
Big Thing,” he says. 

The big thing Ruh is referring to 
is called “big data,” the fast-growing 
market for information technology 
systems that can sift through massive 
amounts of data to help companies 
make better decisions. Just as infor- 
mation on millions of Facebook users 
is prized by advertisers, the details 
companies amass from their opera- 
tions can be used to cut costs and boost 
profits. Norfolk Southern, which buys 
diesel locomotives from the Fairfield 
(Conn.) company, uses customized soft- 
‘Ware to monitor rail traffic, reducing 
congestion and allowing trains to move 
at higher speeds. The fourth-largest U.S. 
railroad estimates that making trains 
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run an average of 1 mile per hour faster 
will save more than $200 million. 

The potential for such technologies 
is so huge that it’s impossible to come 
up with an estimate of how much the 
market is worth, according to Michael 
Chui, a senior fellow at McKinsey. “It’s 
just too big,” he says. That doesn’t mean 
there’s room for all comers, according to 
Ping Li of Accel Partners, a venture capi- 
tal firm investing in big-data startups. “If 
you're not getting in right now it’s hard 
to see how you can keep up with the 
pace of innovation,” he says. 

GE’s annual revenue from software 
already is about $3 billion and on pace 
to grow to $5 billion in the next couple 
of years, Chief Executive Officer Jeffrey 
Immelt told investors in December. Ruh 
says he wants to marry big data with 
some of GE's biggest businesses. He 
sees an opportunity in helping airlines 
that buy GE jet engines monitor their 
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flight cancellations. The technology 
could also help companies that lease 
commercial vehicles from GE Capital to 
optimize delivery routes and provide 
early warning that a truck may need a 
trip to the repair shop. “IfI can begin to 
see that something is starting to deterio- 
rate and get out there and fix it before 

it breaks, that’s a foundational change,” 
Ruh says. “In the end, what everybody 
wants is predictability.” 

When it comes to big data, GE is play- 
ing catch-up to IBM. The world’s biggest 
computer-services company is working 
with energy companies to extend the 
lives of oil and gas fields by improving 
oil recovery through analytics. IBM also 
is working with Vestas Wind Systems 
to find better locations for wind farms. 
Newer entrants are jumping in as well. 
Splunk, a San Francisco-based startup 
that just went public, says its customer 
rolls exceeded 3,700 as of the 


performance and anticipate main- San Ramon end of January. 
tenance needs, reducing costly will be home GE is counting on its 
—_—— —* tothe new expertise making indus- 
Global Software ) trial equipment—from 
Center gas-fired electrical tur- 


bines to locomotives— 
to give it an advantage over 
rivals focused on exclusively providing 
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data solutions, says Ruh, “If you don’t 
have deep expertise in how energy is dis- 
tributed or generated, if you don’t under- 
stand how a power plant runs, you're not 
really going to be able to build an analyti- 
cal model and do much with it,” he says. 
“We have deep insight into several very 
specific areas. And that’s where we're 
staying focused.” —Tim Catts 


The bottom line GE is establishing a foothold in 
Silicon Valley as it targets $5 billion in software 
sales by 2014. 


Google Sees the Future, 
AndIt’sinKansas City 


Hollywood worries Google Fiber 
presages more piracy, competition 


In Korea, “the home entertainment 
marketplace was decimated” 


Of all the media industries dragged kick- 
ing and screaming into the brave new 
digital world—news, music, publish- 
ing-Hollywood has held up compara- 
tively well. Although physical sales of 
DVDs and Blu-ray are falling, no single 
Web company dominates the online 
video realm, and consumers mostly still 
get their programming via pricey cable 
bundles. Poky Internet speeds-the U.S. 
average of about 5 megabits per second 
ranks 26th globally—means that pirates 
can’t swap bulky video files with the 
same insouciant ease as they do MP3s. 
Google might change that. In 2010 
the company announced plans to bring 
super-high-speed Internet access to 
select communities in Ameri ind in 
2011 picked Kansas City to start. The 
search giant has said it hopes to spur in- 
novation among cable companies and 
Internet service providers by demon- 
strating what's possible with Internet 
speeds 100 times faster than the U.S. av- 
erage. The project could also foreshadow 
dramatic changes for Hollywood, both 
because of the specter of piracy and 
Google's possible experiments with new 
ways to distribute content legally. 
Google has already strung more 
than 100 miles of fiber-optic cable along 
utility poles in Kansas City, Kan., and 
Kansas City, Mo., and expects 
to connect its first homes in the 
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next few months, says Google Fiber 
spokeswoman Jenna Wandres. Its test 
network of about 850 homes in a fac- 
ulty neighborhood near Stanford Uni- 
versity in Palo Alto, Calif., already pro- 
vides blistering download speeds of 
922 megabits per second and upload 
speeds of 883 Mbps. At those speeds, 
Web surfers—or pirates-can download 
aDVD in under a minute or a high-defi- 
nition Blu-ray in five. 

Wandres stresses that Google Fiber 
isn’t meant to empower pirates: “We 
hope higher speeds will actually make 
it easier to deliver and download 
more authorized content,” she says. 
Nonetheless, Howard Gantman, spokes- 
man for the Motion Picture Association 
of America, notes that piracy is always a 
concern of the entertainment industry. 
Google Fiber “could be a great opportu- 
nity for consumers whose access to cre- 
ative content is often hampered by slow 
speeds,” he says. But in South Korea, 
“the home entertainment market- 
place was decimated by digital piracy” 
enabled by the widespread availability 
of high-speed Internet. 

Google doesn’t have the intent or 
money to build a nationwide fiber 
network, which is a prerequisite for 
apocalyptic piracy. Such a project 
could cost $350 billion, according to 
the Federal Communications Commis- 
sion. Still, there are signs that Google’s 
experiments could affect Hollywood. 
In December the Wall Street Journal re- 
ported that Google was in discussions 
with Walt Disney, Time Warner, and 
Discovery Communications about of- 
fering their content via Google Fiber. 


Google subsequently obtained licenses 
from Kansas and Missouri state regu- 
lators to offer video services over its 
fiber-optic network. In February the 
FCC gave the search company permis- 
sion to operate a satellite farm, pull- 
ing down transmissions that typically 
carry TV signals, near its data center 
in Council Blufis, lowa. The state’s 
economic developmentauthority has 
approved tax breaks to Google for a 
planned $300 million expansion of that 
data center. 

Such evidence fuels belief that 
Google will become a content distrib- 
utor, although the company won't 
comment on its plans. Craig Moffett, 
an analyst at Sanford C. Bernstein, 
speculates that Google could use its 
raw data processing power to store 
TV programming, essentially creating 
a giant, searchable DVR in the cloud 
and distributing programming-live or 
on-demand-to Android smartphones, 
iPads, and TVs. It could also use the 
network to develop more targeted ways 
to sell and deliver TV advertising. 

In short, by creating its own pipe, 
Google can play with new ways to allo- 
cate bandwidth between Internet and 
TV services and see what Kansas City 


KANSAS CITY INTERNET SPEEDS WILL INCREASE 
HUNDREDFOLD WITH GOOGLE FIBER 


denizens adopt. Mitch Singer, the chief 
digital strategy officer for Sony Pictures 
Entertainment, believes media com- 
panies can’t ignore such experimenta- 
tion. “Google Fiber will definitely be a 
disruptive force,” he says. “The studios 
know that if we stick our heads in the 
sand, we will fail, pure and simple.” 
—John Lopez 


The bottom line Regulatory licenses and other 
evidence point to Google considering video 
distribution as part of its Kansas City fiber project. 
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HP Crawls Back, One 
Giant Screen ata Time 


> HP touts its Photon Engine display 
as asign of its commitment to R&D 


» CEO Meg Whitman admits “we 
underinvested in innovation” 


With a tsunami roaring toward Sendai, 
Japan, Hewlett-Packard’s Photon 
Engine software directs the response at a 
nearby command center. Collecting data 
from traffic cameras, first-responder 
vehicles, smartphones, and satellites, 
the software displays information on a 
huge touchscreen. It lets emergency per- 
sonnel have what military types call “full 
situational awareness,” and quickly sug- 
scape routes. 
only a simulation, one that took 
place recently on HP’s Cupertino (Calif.) 
campus. Todd Bradley nods approval. 
The executive vice president of printing 
and personal systems at the computer 
giant’s newly merged PC and printer 
busine: ys Photon Engine is a step 
toward renewing the company’s “heri- 
tage of innovation” and silencing critics 
who say its best days have passed. Brad- 
ley and Chief Executive Officer Meg Whit- 
man say they plan to reverse the decline 
in research and development spending 
that occurred under previous CEOs. Last 
year, HP spent 2.6 percent of sales on 
R&D, down from more than 4 percent 
seven years ago. “We underinvested in 
innovation,” Whitman says. 

‘The popularity of mobile comput- 
ing-and HP’s inability to adapt to this 
new world—has left Bradley's group 
producing commoditized gear with 
dwindling profits. Operating margins 
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have fallen from 8 percent a decade ago 
to 5.2 percent in January. The increas- 
ingly paperless offices that mobile devic- 
es make possible have weakened HP's 
once highly profitable printer business. 
The company’s attempt to enter more 
lucrative markets by spending $1.2 bil- 
lion on mobile device maker Palm in 
2010 fell flat. HP stopped making devi 
es using Palm’s webOS software in 2011. 

Bradley acknowledges that the com- 
pany is behind in integrating hardware 
and software into “really compelling 
packages that can compete with Apple 
and anyone out there.” Photon Engine is 
an early attempt at catch-up. The pack- 
age varies, but typically includes pro- 
jectors, screens, and a high-powered 
PC and costs $10,000 to $125,00. At the 
heart of it is software called Pluribus, 
which is geared to taking disparate forms 
of data—video streams, GPS coordinates 
overlaid on a map, Web pages, even 3D 
footage—and then instantly formatting 
high-resolution versions for screens of 
any size. The data can come from iPads, 
traffic cameras, or other sources, and the 
output can be displayed with cheap pro- 
jectors or on $100,000 screens appropri. 
ate for concert stages. 

Thanks to Photon Engine, HP is 
“years ahead” of rivals in the so-calle 
immersive displays business, says Rich- 
ard Doherty, co-founder and director of 
consulting firm Envisioneering Group. 
“Tt should be named the emotion engin! 
because it gives people the ability to see 
motion, and process information, with 
the same depth and connection that 


you'd get from looking at sot 
with your naked eye,” he says: to 
Fashion house Marchesa féeen 


ly used Photon Engine at a Bergdorf 


Goodman store in Florida. Shoppers 


wore glasses to watch 3D images of 
models wearing Marchesa’s spring line 
saunter across a huge screen. Marchesa 
marketing director Allison Lubin cred- 
its the technology with doubling sales 
that weekend. IMS Research expects 
the immersive displays business to grow 
40 percent annually and reach $7 bil- 
lion worldwide by 2013. Photon Engine 
could also help HP sell monitors, projec- 
tors, and high-powered PCs, lines that 
brought in $3 billion in sales last year. 
HP is waiting for the fall launch of 
Windows 8, with its new touch- 
optimized Metro interface, to have 
another go at the consumer mobile 
market. Bradley hints a big emphasis 
will be on convertible laptops—light- 
weight PCs with swiveling or detachable 
touchscreens—to compete with Apple's 
iPad and other tablets. Whitman says 
HP's turnaround will take three to five 
years. “It took us a while to get into this, 
and it’s going to take us a while to get 
out,” she said in February. 
—Cliff Edwards with Aaron Ricadela 


Windows 8 to prove it can do the same in mobile. 


Entrepreneurs 
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» Cisco announces its third “spin-in,” 
a controversial way to develop tech 


» “I think these deals basically suck... 
Cisco is willing to bribe people” 


may have the best gig in 


Auto olascols 
Silicon Valley. Other inneyators pursue 
rem 


The bottom line HP says Photon Engine shows it 
can integrate hardware and software. It's waiting for 
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ciary of a controversial model known 
as the spin-in. Not once, not twice, but 
three times, Cisco Systems has agreed 
to fund and buy companies founded by 
Mazzola and his longtime lieutenants, 
Prem Jain and Luca Cafiero, when the 
startups were little more than ideas. In 
each case, Cisco invested $50 million 
or more for a stake in the company, 
along with an option to buy the remain- 
ing shares at a certain date. The final 
price, while tied to how well the start- 
up’s products sell, is generous. Cisco 
paid $750 million for Mazzola’s Andia- 
mo Systems in 2004 and $678 million 
for Nuova Systems in 2009. On April 19, 
Cisco said it was prepared to spend as 
much as $750 million for the trio’s most 
recent effort, called Insieme. 

Cisco Chief Executive Officer John 
Chambers insists the deals are good for 
his company. By all accounts, Mazzola, 
65, and his colleagues are one of the 
great product teams in the enterprise 
technology world. They invented a cor- 
porate networking switch—-which helps 
shuttle data from one place to another— 
while at Crescendo Communications in 
the early 1990s. Cisco bought the com- 
pany in 1993 for $94 million and built 

it into a $13 billion business, its larg- 
est. The funding of Andiamo in 2002 
helped Cisco expand into the storage- 
related switch market. Nuova enabled 
Cisco’s most daring strategic move in 
decades: taking on former partners 
Hewlett-Packard and IBM with its 
own line of computer servers, part of 
an effort to offer a full range of data- 
center hardware and services. 

The spin-in structure lets Cisco 
ensure the allegiance of Mazzola and 
his team, rather than risk competing 
with them or losing them to a rival. 
Mazzola’s startups also help Cisco tap 
top engineering talent that might oth- 
erwise avoid working for a large public 
company. With almost $47 billion in 
cash, Cisco can afford its spin-in strat- 
egy-which provides huge returns if 
Mazzola’s team hits a home run. (With 
Nuova, Cisco says it earned back its 
investment several times over.) “ 
team at Insieme is a team that’s b 
remarkably successful for us,” 
bers told reporters on April 
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Chambers could have made an ar- 
rangement with Mazzola, who had al- 
ready earned millions as a top Cisco 
executive, that wasn't so enriching to 
just a few people. “I think these deals 
basically suck,” says Samuel Wilson, a 
former equity analyst who now runs an 
investment firm called Taos Global In- 
vestors. “It suggests Cisco is willing to 
bribe people who are already employ- 
ees and raises the question of wheth- 
er these people are loyal to Cisco or to 
themselves.” Last fall the trio resigned 
just weeks after getting the final payout 
on the Nuova deal, then started work 
on Insieme. 

Cisco doesn’t disclose how much 
Mazzola, Jain, and Cafiero earn on the 
spin-ins. After considering Cisco’s stake 
and shares given to recruits, it’s likely 
less than 30 percent of the purchase 
price, say two former Cisco managers 
who declined to be named because the 
deals are not public. Still, that could 
easily mean hundreds of millions for 
the three executives—none of which 
shows up as compensation in Cisco’s 
financial statements. 

So far, no other tech companies are 
following Cisco's lead. “I can’t think 
of any other examples,” says Har- 
vard Business School professor David 
Yoffie. He suggests that other compa- 
nies may worry that spin-in employ- 
ees won't work as hard as independent 


entrepreneurs be- 


cause they lack the 
“unknown upside 
that comes from 

a possible IPO or 


MILLION bidding war” 
With Insieme, 
Maximum Chambers expects 
amount Cisco Mazzola & Co. not 
will pay for to deliver a product 
Insieme, its for anew market, 


latest “spin-in’ ~~ ut to protect an 


existing one. Cis- 
co’s biggest source of revenue is its 
pricey machines loaded with propri- 
etary software that direct and process 
data flows. Insieme is working on a new 
approach called software-defined net- 
working. It will perform the same task 
as Cisco's costly units by running soft- 
ware on everyday PC: 
—Peter Burrows, with Jordan Robertson 
The bottom line The spin-in strategy has created 


important products for Cisco but enriches a few 
stars at the price of lower morale. 


From Tiny Links, 


Big Insights 


‘Tnnovator Hilary Mason 


When a restaurant opened near her 
New York City apartment, Hilary Mason 
found its menu uninspired: salmon, 
arugula, and all the other culinary key- 
words without any of the risky dishes 
that make for great dining. “I thought, 
‘This must be the median West Village 
restaurant; it’s just so boringly aver- 
age,” she says. Most people would have 
written a tepid Yelp review and left it 
at that. Mason looked to the data for 
th. 


It took her down 
a rabbit hole of restaurant exploration. 
She didn’t figure out the perfectly aver- 
age spot, but she learned that there are 
173 different burgers to order in the West 
Village—but 363 in the East Village, and 
at lower prices. 

Mason, a self-described nerd, calls 
this “menu hacking,” and it’s one of her 
many geeky side projects. Her day job 
is chief scientist at Bitly. The startup is 
best known as a link-shortening service, 
a way of making obnoxiously long URLs 
more compact for sharing on Twitter or 
anywhere else. This year, Bitly is intro- 
ducing a suite of data products for pro- 
fessionals developed in part by Mason 
and her team of six scientists and engi- 


Education 


neers. One, dubbed Bitly Realtime, tracks 
terms that receive sudden bursts of atten- 
tion. Another isa reputation-thonitoring 
system. The goal of the prodhicts is “to 
give people a Spidey sense abput what's 
going on on the Internet that’s felevant to 
them,” says Mason. 

Plenty of other companies|promise to 
cut through the noise of the gocial Web: 
Mass Relevance and Datanfinr license 
data from Twitter and otfier sources 
and sift it for meaning. Magon says Bitly 
is different, because it dogsn’t just track 


is underanalyzed,” sa 
president at researi 
Bitly is not Masg 


ted teaching at a small 
rovidence in 2004. While 


fe sold it for “beer money” a few years 
later. “If | knew then what I know now, 
there would have been another zero on 
the end,” she says. In 2008 she moved 
back to her hometown of New York and 
joined Path 101, which analyzed data 
gleaned from résumés to help people 
figure out the right career steps to their 
dream jobs. The company “failed mis- 
erably” in 2009, she says. “It turns out 
it’s important to build a product and not 
just a bunch of data models.” 

Mason still finds time to pursue her 
own projects. She created one batch of 
code to filter bombastic, self-promoting 
messages from her Twitter stream. When 
she demonstrated it at a conference, it 
labeled a friend—who was in the audi- 
ence~—as a narcissist. He didn’t seem to 
mind, she says. After all, you can’t argue 
with the data. —Barrett W. Sheridan 


Became a machine-learning expert at Brown University 
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Leads a team of six data scientists at link-shortener Bitly 
“Menu hacking” and building Twitter narcissism filters 
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Now all personal and corporate-owned BlackBerry? 
iOS and Android devices can seamlessly access 
business data and applications on a single, 

secure management platform. To find out how 

this new approach will end mobile chaos; visit 
blackberry.com/mobilefusion 


2° BlackBerry 
Be Bold 
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AIG May NotBeas 
Healthy as It Looks 
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Atax gift from Treasury boosts the insurer’s profits 


“You don’twant the Tea Party to keep bringingitup” 


American International Group has 
come a long way since its record 
$182 billion government bailout in 
the financial crisis. It has been buying 
back its stock from the Department of 
the Treasury, helping to reduce 
Washington’s stake in the com 
pany to 70 percent froma peak 
of 92 percent. It posted a profit of 
$21.5 billion for the fourth quarter 
of last year, a showing that helped 
push the stock price up 40 percent 
this year through April 24, to $32.40 
ashare. Analysts for Wells Fargo and 
Bernstein Research are recommend- 
ing the shares to investors 


ray ‘ray, asthe company nears 
men tg, 3 what they be- 
ron ttcret the Tieve willbe 
rons “ej, complete exit 
from govern- 
ment ownership 
y within a year. 


Still, AIG may not 
be as healthy as it seem: 
Critics including Neil Barofsky and 
Elizabeth Warren, who helped 
oversee the government’s Trou- 
bled Asset Relief Program, contend 
AIG is benefiting from favorable treat- 
ment from Washington that amounts to 
a “stealth bailout,” in Warren’s words. 
And some analysts, including Morning- 
star’s Jim Ryan, say the insurer's under- 
lying businesses are struggling. 

One point of contention is Trea- 
sury’s decision to allow AlG—along with 
TARP recipients Citigroup and 
Ally Financial—to use operat- 
ing losses from previous years 
to eliminate taxes on current 
income. The allowance, which typically 
does not apply to bankrupt ar acquired 
COmpanies, added $177 billion tEA1G's 
four! Pquarte Fear nings aid willallow 
the company to shield profits from taxes 
for many years to come. “It’s important 


to remember that a substantial portion 


of AIG’s recent earnings were attribut- 
able to Treasury’s unilateral decision 
to preserve AIG's net operating losses,” 
says J. Mark McWatters, a law professor 
at Southern Methodist University who 
was a Republican appointee to the TARP 
oversight committee. 

Treasury explained its decision on 
the tax waiver in a March | statement: 
“The government reluctantly” invested 
large amounts “of taxpayer dollars to 


prevent corporate failures from causing 
a collapse of the financial system and 
resulting in even more severe harm to 
Americans. Allowing those companies 
to keep their net operating losses made 
them stronger businesses, helped at- 
tract private capital, and further stabi- 
lized the overall financial system.” Mark 
Herr, an AIG spokesman, said execu- 
tives could not comment because the 
is in a quiet period in advance 
of announcing earnings on May 3. 
‘Treasury's rationale doesn’t fly with 
Warren, the former chairman of Con- 
gress’s TARP oversight panel who is 
now a Democratic candidate for the 
U.S. Senate from Massachusetts. “That 
kind of bonus wasn’t necessary to pro- 
tect the economy,” she said in a joint 
statement with three other former 
committee members on March 12. “It 
also gives AIG a leg up against its com- 
petitors at a time when everyone 
should have to play by the same 
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rules—especially when it comes to 
paying taxes.” 

Barofsky, TARP’s former inspector 
general, believes the government is 
doing AIG-and itself-another favor by 
permitting the company to repurchase 
its shares at $29 each. Selling at that 
price allows Treasury to claim a profit 
on the government's investment, based 
on its cost of $28.72 a share. The depart- 
ment calculated its cost by dividing the 
$47.5 billion in TARP funds AIG received 
by the 1.66 billion AIG shares it held 
before winding down its stake. Mat- 
thew Anderson, a Treasury spokesman, 
says the price is appropriate because it 
covers the government's cost in acquir- 
ing the shares. 

Barofsky calls the price “a political 
manipulation of numbers.” He argues the 
calculation shouldn’t include 563 mil- 
lion AIG shares that Treasury received 
from the Federal Reserve in January 2011 
because the shares were not ac- 
quiredas part of the TARP pro-, 
gram. Removing those shares 
from the calculation would 
lift Treasury’s per-share cost to $43.53, 
which means TARP would show a $16 bil- 
lion loss if Treasury sold the rest of its 
holdings at $29. “Treasury is mislead- 
ing the market on TARP doing better 
than it actually is,” says Barofsky, who 
now lectures at New York University’s 
law school. “If [were an AIG investor, 'd 
think if they were being manipulative on 
this, then what else?” 

Joshua Stirling of Bernstein Re- 
search sees the government's eager- 
ness to prop up AIG as a reason to buy 


the stock. “It seems clear that by allow- 
ing AIG to buy shares from the govern- 
ment ‘at cost,” Treasury is helping AIG 
boost its earnings, he wrote in an April 4 
report in which he changed his rating 
on AIG to buy from hold. “I'm thinking 
of this from the shareholder perspec- 
tive,” he says. “The government and AIG 
all want it to end. Some of it, of course, 
is political; you don’t want the Tea Party 
to keep bringing it up.” 

Morningstar analyst Ryan sees weak- 
ness in AIG's basic businesses. He says 
the company’s property and casualty 
unit, which accounts for half its revenue, 
is “not making money selling policies 
and is having a very difficult time just 
earning its cost of capital.” Analysts at 
Sandler O'Neill + Partners expect AIG’s 
return on equity this year to be 5.1 per- 
cent, lagging large property-casualty 
peers’ average of 8.9 percent and life in- 
surance peers’ 10.3 percent. The prob- 
lem was made worse, Ryan says, when 
AIG sold a majority of its high-growth 
Asian life insurance business in Octo- 
ber 2010 to help pay back the govern- 
ment. Keefe Bruyette & Woods analyst 
Clifford Gallant concurs. “Their insur- 
ance profits aren't high enough,” he says. 
His price target for the stock: $25. 

Treasury takes a “passive hand” 
when it comes to AIG’s operations, says 
Anderson, the Treasury spokesman. 
“We're not saying ‘sell life insurance in 
this county, but not the other county,” 
he says. 

With its basic businesses struggling, 
Ryan says, “so much of AIG comes down 
to what it can earn on its investments.” 
In press interviews in March, AIG Chief 
Executive Officer Robert Benmosche in- 
dicated he wants the company to return. 

to investing in mortgage se- 

curities—the very assets that 

helped take the company 
down in 2008. Meanwhile, 12 percent of 
AIG’s fixed-income portfolio is in junk or 
nonrated securities, according to com- 
pany filings. That's almost quadruple 
the level at Travelers, another big prop- 
erty and casualty insurer. “It concerns 
me that Benmosche says they want to be 
more aggressive in their investments,” 
says Ryan. “That’s what hammered them 
in the crisis.” —Roben Farzad, with Noah 
Buhayar 


The bottom line AIG's stock is up 40 percent this 
year, thanks in part to a tax benefit worth $177 billion 
awarded by the Treasury. 
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Dan Mudd Fights 
To Clear His Name 


» The former Fannie Mae chief faces 
an SEC suit over disclosures 


» “| worked honestly and honorably, 
and I'm not going to roll over” 


After Daniel Mudd was forced out as 
chief executive officer of Fannie Mae 
when the government seized the com- 
pany in September 2008, he headed 
for the river. In the weeks following his 
dismissal, the 6-foot-4 former Marine, a 
‘onetime U.S. Olympic rowing prospect, 
buzzed his receding gray hair into mili- 
tary style and took a boat out on the Po- 
tomac-gathering strength to rebuild his 
career, according to his friends. 

Ten months later, Mudd left Wash- 
ington, taking the helm of a New York- 
based hedge fund, Fortress Invest- 
ment Group, and putting his mansion 
up for sale. Yet Mudd didn’t really leave 
Fannie Mae behind. In December 2011 
the Securities and Exchange Commis- 
sion sued him for allegedly misleading 
Fannie Mae investors about the compa- 
ny’s stake in subprime loans. Fortress 
directors offered to let Mudd stay on if 
he settled the matter quickly, according 
to two people with direct knowledge 
of the board’s thinking. Instead, he left 
Fortress to fight the charges full-time. 
His stint at Fannie Mae “cost me two 
jobs,” says Mudd, 53. “I’ve told my legal 
team, ‘If you use the word “settle,” I 
will fire you.” 

In March, Mudd asked a federal 
judge to dismiss the SEC complaint on 
grounds that during his tenure Fannie 
Mae filed detailed data on risky loans 
the company held. His lawyers also 
argued that the SEC failed to show 
Mudd had a motive, financial or oth- 
erwise, to deceive shareholders. No 
ruling is expected on the motion to dis- 
miss before June. 

The stakes are high for both Mudd 
and the agency. Losing the case could 
cost him some of the millions he earned 
during his four years as Fannie Mae’s 
CEO and make him a symbol of the ex- 
cesses that blew up the housing market. 
For the SEC, a failed lawsuit would 
heighten criticism from lawmakers 
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and others that the agency hasn't held 
enough top executives accountable 

for taking risks that led to the worst 
recession since the 1930s. “They've 
got to show some scalps,” said Adam 
Pritchard, a University of Michigan law 
professor who previously served in the 
SEC's Office of the General Counsel. 
“Anybody can file a case. It’s another 
thing to win it.” 

Mudd is the most prominent of six 
former executives of Fannie Mae and its 
smaller cousin, Freddie Mac, who are 
accused in the SEC’s Dec. 16 lawsuit of 
deceiving investors about Fannie’s and 
Freddie’s subprime portfolios before 
souring mortgages sent the companies 
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to the verge of bankruptcy. Sharehold- 
ers were wiped out, and U.S. taxpay 
ers have so far spent about $190 billion 
keeping the companies afloat. “Fannie 
Mae and Freddie Mac executives told 
the world that their subprime exposure 
was substantially smaller than it really 
was,” Robert Khuzami, director of the 
SEC’s enforcement division, said when 
the suit was filed, calling the disclosures 
“material misstatements.” 

Mudd says his reputation and future 
are on the line in what he considers 
a witch hunt by an agency respond- 
ing improperly to outside pressures. “I 
worked honestly and honorably, and 
I'm not going to roll over in the face of 
a baseless, politically motivated work 
of fiction,” he says. 

‘The son of TV news anchor Roger 
Mudd, he grew up in Washington 

and attended Sidwell Friends, 
a Quaker school where 
presidents and other 
members of the capital’s 
elite send their chil- 
dren. He graduated 
from the University of 
Virginia and earned 
a degree in public ad- 
ministration from Har- 
yard’s Kennedy School 
of Government. 
By the time Mudd 
joined Fannie Mae as chief 
operating officer in 2000, then- 
CEO Franklin Raines and his prede- 
cessors had built the company into a 
dominant force in the market for 30- 
year fixed-rate mortgages. Fannie Mae 
and Freddie Mac operated like private 
businesses, while also benefiting from 
a congressional charter and implied 
government backing. They provided 
liquidity to the home loan market by 
buying mortgages from lenders and 
packaging them into securities that 
they guarantee. 

Fannie Mae’s troubles began before 
Mudd became Raines’s deputy. The com- 
pany’s accounting practices manipulated 
earnings statements so executives could 
maximize their bonuses, its regulator 
later reported. The regulator, the Office 
of Federal Enterprise Housing Oversight, 
also found that Mudd had failed to act on 
asubordinate’s report when accounting 
irregularities were brought to his atten- 
tion in 2003. Mudd told the Senate 
Banking Committee that he had 
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been “as shocked as anyone” to learn of 
the manipulation when it surfaced pub- 
licly in 2004. Most of the public blame 
fell on Raines. He was ousted and in 
2008 settled a lawsuit filed by Fannie 
Mae’s overseer saying he wasn’t acknowl- 
edging guilt while agreeing to pay back 
$25 million of the $90 million he had 
earned as CEO since 1998. 

Fannie Mae's board installed Mudd 
as CEO in Raines'’s place in 2005. 
Colleagues nicknamed him “Harry 
Houdini,” according to one former staff 
member, since he was promoted rather 
than sanctioned. “Mudd should never 
have been permitted to be Raines’s suc- 
cessor,” says William K. Black, a profes- 
sor of economics and law at the Uni- 
versity of Missouri at Kansas City and a 
former bank regulator. “Mudd was part 
of the Raines regime. It was just an un- 
conscionable mistake.” 

Mudd says he saw the move asa call 
to duty: “I took the job at the request of 
the board with the approval of the gov- 
ernment in the middle of an account- 
ing scandal where, in the middle of the 
night, the CEO, the CFO, the accoun- 
tant, the internal auditor, the outside 
auditor, and the lawyer had all been 
fired.” From 2006 to 2008, the time 
at issue in the lawsuit, Mudd earned 
almost $24 million in taxable compensa- 
tion, according to the SEC. 

At the core of the SEC’s suit is the 
question of how to define subprime 
loans and reduced-documentation 
loans known as Alt-A mortgages. The 
agency alleges that Mudd and his co- 
defendants failed to disclose the full 
amount of such mortgages held or 
guaranteed by Fannie Mae. Mudd and 
his codefendants say there was no uni- 
versal definition. In his motion to dis- 
miss the lawsuit, Mudd says Fannie 
Mae “explicitly defined” subprime and 
Alt-A loans in its public filings and then 
“accurately disclosed the amounts” 
that were in the company’s portfolio. 

Part of the SEC’s legal theory against 
Mudd and the other executives failed 
last year before U.S. District Court Judge 
Paul Crotty, who will be hearing the 
matter in New York. Crotty threw out 
shareholder claims, based on financial 
disclosures, that Mudd and other Fannie 
Mae executives didn’t warn investors 
about the company’s exposure to sub- 
prime mortgages. Ruling in a suit filed 
on behalf of government pension funds 


Governor Shirakawa 


in Massachusetts and Tennessee, and 
other investors, the judge found that 
Fannie Mae’s public filings explicitly 
warned about the risks of subprime and 
Alt-A loans. Crotty allowed the share- 
holder suit to move forward with claims 
based on internal company e-mails— 
messages that also are part of the SEC 
suit. They allegedly show that Mudd 
and other executives knew the compa- 
ny’s risk management was flawed. The 
SEC suit “will be a very complicated 
and long case,” says Charles Carberry, a 
partner at law firm Jones Day, who isn’t 
representing any of the parties. “It’s 
going to be a battle of the experts.” 

Now that he has his legal team in 
place, Mudd says he won't keep his life 
on hold and he’s begun to think about 
what his next job might be. He says he 
would be up for the challenge of manag- 
ing or restructuring a private company. 
“At some level,” Mudd says, “I’m not 
really afraid of messy situations.” 
—Clea Benson and Joshua Gallu 


The bottom line Refusing to settle, Dan Mudd quit 
his hedge fund job to fight an SEC suit stemming 
from the collapse of Fannie Mae and Freddie Mac. 
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Japan’s Market 
Signals Better Times 


» Corporate earnings will rise 
69 percent this year, analysts say 


» “The cautious mood following the 
quake is gone” 


After plunging in the aftermath of last 
year’s earthquake and nuclear disas- 
ter, Japanese stocks may be poised for 
acomeback. Profits for the large-cap 
companies in the Nikkei 225 Stock Aver- 
age will rise 69 percent this year after 
plunging 31 percent in 2011, according 
to more than 2,600 analyst estimates 
compiled by Bloomberg. “The worst 
is over for Japan in terms of earnings,” 
says Masafumi Oshiden, an investment 
manager at ING Mutual Funds Manage- 
ment (Japan). “Consumer spending is 
improving and corporate earnings are 
rebounding. The cautious mood follow- 
ing the quake is gone.” 

Investors are betting the profit 
forecasts will turn out to be accurate. 


Bonk of Japan 


‘Trading at 24.5 times reported earnings, 
Japanese equities are the most expen- 
sive among the world’s 60 biggest mar- 
kets, data compiled by Bloomberg show. 
If profits rebound as analysts forecast, 
Japanese price-earnings ratios will fall 
back in line with global stocks. Bulls say 
the current high valuations are justi- 
fied because an economic recovery will 
help Japanese stocks make up some of 
the ground they have lost to other major 
equity gauges since global markets bot- 
tomed on March 9, 2009. The Nikkei 
225 is up 35 percent since then, com- 
pared with 89 percent for the MSCI All 
Country World Index and 104 percent in 
the Standard & Poor’s 500-stock index. 
One reason: Policy makers in Tokyo 
have committed to spend 20 trillion yen 
($246 billion) to rebuild towns and spur 
economic growth. Bank of Japan Gover- 
nor Masaaki Shirakawa pledged during 
aspeech in New York in April to contin- 
ue adding monetary stimulus. 
Pessimists point to combined 
annual losses from Sony and Sharp of 


Lost Ground 
Japan's stocks have been slow to rebound 
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900 billion yen and an economy that has 
contracted three of the past four years 
as evidence the Nikkei 225 has come too 
far, too fast. Japan still faces a shrink- 
ing population and the world’s highest 
debt burden. “There are several drags 
on Japanese shares,” says Shane Oliver, 
the Sydney-based head of investment 
strategy at AMP Capital Investors. “One 
of them is ongoing deflation, which acts 
as a disincentive to spending and is also 
a huge constraint on company prof- 

its. The other isa relatively strong yen, 
which is actually a drag on growth and 
competitiveness.” A strong yen makes 
Japanese products more expensive 
abroad, inhibiting exports. 

‘There are signs that the yen’s 
strength may be ebbing. So far this year 
the currency has fallen 8.7 percent vs. 
nine developed-nation peers as the 
Bank of Japan set an inflation goal of 
1 percent and expanded asset purchases 
by 10 trillion yen in February. The cur- 
rency is forecast to decline 3 percent, to 
84 per dollar, by the end of the year, ac- 
cording to the median estimate of 75 an- 
alysts surveyed by Bloomberg. That will 
help boost corporate profits and stock 
prices, according to Rob Taylor, a fund 
manager at Chicago-based Harris Asso- 
ciates, Japanese executives “have been 
taking a lot of costs out and trying to be 
able to make money in this very harsh 
environment,” says Taylor, who owns 
shares of Toyota Motor. “Then you get 
the yen weakening, and then you'll start 
to really see those earnings snap back.” 
—Lynn Thomasson, Yoshiaki Nohara, 
and Lu Wang 
The bottom line Japanese stocks’ high price-to- 


earnings ratio of 24.5 indicates investors expect 
companies to show robust profit growth, 


Lower Yen 
Recent declines could boost exports 
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Startups 
Will Crowdfunding 
Beget Crowdfrauding? 


» Anew measure opens the way for 
more scams, some regulators warn 


» “Don't consider it part of a well- 
thought-out investment strategy” 


Crowdfunding websites such as 
eeaten com have helped small busi- 
nesses jars via the 
fernet, and they've even gottei the 
tention of the White House. On April 
President Barack Obama signed the 
lumpstart Our Business Startups Act, 


money, in part by relaxing rules on com- 
panies that use crowdfunding sites. Some 
regulators, though, say the law may lead 


to losses for well-intentioned backers. 
“States are concerned that the fraud and 
scammers will come out of the closets 
now and start using social networking 
sites to rip off investors,” says Jack Her- 
stein, president of the North American 
Securities Administrators Association. 
Until now startups generally have 
been barred from selling shares on such 
sites inthe U.S. Any funds received were 
considered donations, though many 
companies offered perks such as prod- 
uct samples in return. The new law lets 
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dividuals contributed about $123 mil- 
lion through crowdfunding globally 
last year, almost four times the 2010 
volume, according to Daily Crowd- 
source, a San Diego researcher. 

Barbara Roper, director of investor 
protection at the Consumer Federation 

f America, warns against expecting too 
much from such sites. Crowdfunding 
“has precisely the same place in the av- 
erage person’s investment portfolio that 
lottery tickets do,” she says. “If you have 
a little spare cash that you think it would 
be fun to gamble with, that’s fine, but 
don’t consider it part of a well-thought- 
out investment strategy.” 

Although the U.S. Securities and 
Exchange Commission has about nine 
months to craft detailed rules for 
the new sites, the law lays out basic 
guidelines. Businesses must get com- 
mitments for a minimum amount of 
investment before backers can 
receive shares, and there will be 


$1231 


‘Amount people donated via crowdtunding 
last year for projects like the Scrubba 
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limits on how much any individual can 
contribute. Those with annual income 
or net worth of less than $100,000 
will be allowed to invest the greater of 
$2,000 or 5 percent of their income or 
net worth annually. People with more 
than $100,000 can invest as much 

as 10 percent, up to $100,000. “That 
helps tremendously in reducing the 
damage a huckster can do,” says David 
Marlett, executive director of the Na- 
tional Crowdfunding Association, a 
trade group that formed in March. 

Kristine Singer, a consultant in 
Miami, used Indiegogo.com to give $75 
to a business raising cash to market the 
Scrubba, a small bag designed for trav- 
elers to wash clothes on the go. “There 
are a lot of great products and a lot 
of people with great inventions,” says 
Singer, who lives on a sailboat and ex- 
pects to get two Scrubba bags for her 
donation. “To also receive profits back 
in the future if they were able to grow, 
that would be a win-win for everybody.” 

Indiegogo says it may offer invest- 
ment deals once the SEC finalizes the 
Tules. The site uses algorithms similar 
to those employed by credit-card com- 
panies to detect scams, says co-founder 
Slava Rubin. The company distributes 
millions of dollars each month to proj- 
ects raising money, he says, and less 
than 1 percent is lost to fraud. “We’ve 
been very vigilant, and the industry 
needs to be vigilant,” he says. Kickstart- 
er declined to comment. 

CircleUp, a site that launched on 
April 18, offers a glimpse of crowd- 
funding’s future. CircleUp was able to 
start ahead of the rules because it is 
open only to so-called accredited inves- 
tors-typically individuals earning more 
than $200,000 annually or those with 
assets of more than $1 million. Circle- 
Up, which says it’s weighing whether 
to open the site to everyone, lets po- 
tential shareholders read a company’s 
unaudited investor presentation and 
standardized stock-offering and share- 
holder agreements. Investors can post 
comments and concerns about the busi- 
ness ona forum and leave questions 
for the entrepreneurs. Says co-found- 
er Rory Eakin: “There are no longer 
closed-door conversations.” @ 
—Margaret Collins, with Karen Weise 


The bottom line While the Jobs Act may make it 
easier for startups to raise funding, some regulators 
caution that it could lead to increased fraud. 


Beam stocks up on 
new brands 
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© Nestlé will pay $11.9 billion for Pfizer's 
infant-nutrition unit and may sell as 
much as $1.8 billion of the assets to 
address antitrust concerns in coun- 
tries including Mexico, say people with 
knowledge of the matter. 


© Russia's No. 2 mobile-phone operator, 
MegaFon, will pay owners TeliaSone- 
ra, AF Telecom, and Altimo $5.2 bil- 
lionin dividends and pursue an IPO in 
London. 


© Banco BTG Pactual, led by Brazilian 
billionaire André Esteves, raised almost 
$2 billion in the biggest IPO for an in- 
vestment bank in two years. 


‘© Royal Dutch Shell is acquiring African 
oil explorer Cove Energy for $1.8 billion 
to secure a stake in gas fields discov- 
ered off Mozambique. 


© The world’s No. 1 wireless operator, 
Vodafone, will purchase Cable & Wire- 
less Worldwide for $1.7 billion in cash, 
adding a UK. fixed-line network to its 
mobile-phone system. 


Awireless giant 
adds landlines 


Private equity 
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Scotland 
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© London Heathrow Airport owner BAA 
is selling its Edinburgh terminal to US. 
buyout firm Global Infrastructure Part- 
ners for $1.3 billion after antitrust regu- 
lators ordered a breakup. 


@ Thomson Reuters wil sell its healthcare 
unit, which provides data and analytic 
services to hospitals and health-care 
providers, to an affiliate of Veritas Capi- 
tal for $1.3 billion in cash. 


© Amgen is buying closely held Mus- 
tafa Nevzat Pharmaceuticals for al- 
most $700 million to expand in Turkey, 
where economic growth is boosting 
demand for medicines 


© Mllinois-based Beam will purchase the 
Pinnacle Vodka and Calico Jack rum 
brands from White Rock Distilleries 
for $605 million to expand in the fast- 
growing spirits business. 


{io} Facebook will beef up its intellectual 
property arsenal by paying $550 mil- 
lion for some of the patents Microsoft 
recently agreed to buy from AOL. 
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The 35-year overnight sensation. Back in 1976, we really didn’t know how big 
the Honda Accord would become. We just knew wed put all our best thinking into it. Drivers 
loved how fun and smart it was. It was fuel-efficient and low-hassle. It was refreshingly 
different. And every year since, we've made it better. From lessons learned making race 
cars, motorcycles, and even jet planes, the Accord is the sum of our best and latest thinking. 
And for two years running, J.D. Power and Associates has named the Honda Accord 
“Highest Ranked Midsize Car in Initial Quality.” Thirty-five years later, it's still the one. 


The one. The 32 mpg hwy Accord. (¥)) 


accord.honda.com 1-800-33-Honda tHonda Accord received the lowest number of problems per 100 vehicles among midsize carsin the proprietary J.D. Power and 
Associates 2011 Initial Quality Study Study based on responses from 73,790 new-vehicle owners, measuring 234 models and measures opirians after 90 days of ownership. 
Proprietary study results are based on experiences and perceptions of owners surveyed in February — May 2011. Your experiences may vary. Visit jdpower.com. *23 city/34 hwy/27 
combined 2012 EPA mileage estimates for Accord 4-cylinder Sedan models. Use for comparison purposes only. Actual mileage will vary, ©2011 American Honda Motor Co, Inc 
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My week asan efficiency expert 
By Brendan Greeley 
Photographby Jamie Chung 
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udy Lynch is driving a 
forklift, and | am trot- 
ting behind her. A plas- 
tic stopwatch hangs 
from my neck on a Jan- 
yard, and I am carry- 
ing a clipboard, from 
which I have wiped sev- 
eral years of warehouse 
dust. The dust, black 
and sticky, consists 
mostly of tread particles 
from solid-rubber fork- 
lift wheels. It lies a quar- 
ter-inch thick on the 
concrete. Lynch leaves 
a furrow as she drives. 

She asks whether she needs to slow 
down for me. I assure her that she needs 
to drive as fast as she always does; I am 
timing her drive. When she stops, | will 
note it on my clipboard. And at the end 
of the week the data on my clipboard will 
change her job and possibly cost her two 
employees. Lynch, then, has reason to be 
suspicious, but she is not. She tells me I 
remind her of her former brother-in-law. 
This isa good thing, she says. 

Lynch is in charge of six people in 
the 50,000-square-foot warehouse serv- 
ing the main plant of the Heat Trans- 
fer Products Group in Scottsboro, Ala. 
HTPG, with 473 employees, makes 
parts for industrial refrigeration units 
and does about $100 million a year in 
revenue. It had been a small, forgotten 
part of a larger company when in 2010 
it was purchased by Monomoy Capital 
Partners, a private equity group that 
manages about $700 million in invest- 
ments. Monomoy specializes in buying 
medium-size manufacturers and making 
them more efficient. 

The word “efficiency” hovers over 
the private equity industry: Find enough 
of it, and you will end up making some 
jobs superfluous. “Efficiency” has given 
private equity partners a reputation as 
hatchet men. It gets things thrown at 
them on shop floors when they show up 
to take ownership. And it has dogged the 
presidential campaign of Mitt Romney, 
the former head of Bain Capital. 

To buy a company and sell it at a 
profit requires a complex skill set: fi- 
nancing, restructuring, negotiating 
new leases and labor contracts, and, of 
course, “operations,” the term private 
equity uses for “making things.” Improv- 
ing operations can mean parachuting in 
a consultant or a former chief executive 
officer as an adviser. Monomoy goes fur- 
ther. It occupies a plant floor like heavy 


infantry, with yellow tape, label makers, 
and overwhelming force. 

In part, Monomoy does this through 
a series of two-week “boot camps.” Four 
times a year, the firm pulls about 20 man- 
agers from the manufacturers in its port- 
folio and sends them to one of its plants 
to suggest—and carry out—efficiencies. In 
February it invited me to Scottsboro. Not 
as an observer. As a participant. 


My boot camp starts ona Monday ata 
training room in the main plant at HTPG. 
Behind the wall, a machine on the plant 
floor stamps out copper parts. At inter- 
vals it sounds like a diesel truck down- 
shifting over a steel plate next to your 
head. John Stewart, who built and runs 
Monomoy’s operations group, is telling 
us what we'll be doing. He spent most 
of his career at Toyota Motor, where he 
started as a 19-year-old on the night shift 
in Georgetown, Ky. He trained in Japan, 
then got promoted all the way to general 
manager of Toyota UK. At several differ- 
ent plants, he ran the Toyota Production 
System, a philosophy of manufacturing 
efficiency that touches a company’s 
every person, object, and motion. TPS 
made popular the Japanese concept of 
kaizen, or continuous improvement. 

Monomoy has adopted Toyota's 
system. Five of the seven people in Stew- 
art’s operations group spent time on the 
line at the Toyota plant in Georgetown, 
among them Mike Bray, also in the train- 
ing room. Bray, tall and goateed, runs 
the boot camps for Monomoy. He uses 
the word “kaizen” as a transitive verb 
and asa noun with an indefinite article, 
as in “We're going to kaizen this” and 
“We ran a kaizen on it.” 

Toyota’s system is not new to Amer- 
ica, but it can be disruptive, and it rests 
on a sometimes alien obsession with 
cleanliness and order. Stewart, Bray, and 
the rest of the operations team apolo- 
gize for the system even as they ruth- 
lessly carry it out. Their accents, their 
dress, their turns of phrase all say: We 
are going to upend your workday, but it 
happened to us once, too. We've swung 
a hammer. We like Wildcat basketball. 
It’s going to be OK. 

Stewart starts with cleaning. Seri, 
seiton, seiso, seiketsu, shitsuke. “I don’t 
like to use those words now that I’m not 
at a Japanese company,” he says. They 
translate nicely into five English s’s, 
too: sort, straighten, sweep, standard- 
ize, sustain, Deb Farrister, sitting next 
to me, nods her head quietly. Farrister 
works asa team leader on the main plant 


floor at HTPG. She wears grandma read- 
ers and has a bright-red ponytail. She’s 
worked at HTPG for 11 years. In the past 
two years seven boot camps have made 
their way through the company. The five 
s’s have happened to her already. 

At the table next to me and Farrister 
sits Justin Hillenbrand. He is a Monomoy 
founding partner, and it was his idea to 
hire Stewart, but this week he’s a camper 
like me. All three of Monomoy’s part- 
ners, along with the seven employees 
not in operations, have graduated from 
at least one boot camp. This is Hillen- 
brand’s fourth. Monomoy has even run 
a boot camp at its headquarters in Man- 
hattan, identifying several hundred dis- 
tinct steps in its dealmaking process and 
increasing threefold the number of pros- 
pects it can consider in a year. 

Bray divides us into four groups of five 
and assigns each a station at the plant. I 
will be at the warehouse across the street, 
working with Farrister. Before we head 
over, she leads the warehouse team out 
of the training room and onto the main 
plant floor for a tour. She runs the station 
at HTPG that builds the V-series—15,000- 
pound refrigeration parts that, among 
other things, help make ice in skating 
rinks. Stewart walks behind us, shaking 
hands and chatting with workers on the 
line. “It’s clean,” I tell him, lookingaround 
at the plant. “It’s clean now,” he says. lask 
Farrister what it was like when the Mono- 
moy boot camps started rolling through 
in 2010. “Hoo-ee,” she says, remember- 
ing. “Hoo. Ee.” 

Stewart explains that since buying 
HTPG, Monomoy has moved roughly 
15 tractor-trailer loads of machines and 
inventory off the floor and consolidat- 
ed into the same space an entire plant 
from Yuma, Ariz. Copper tubing and 
sheet metal had been stacked between 
stations; you can now see clear across 
the plant’s 200,000 square feet. Before 
Monomoy, stations had “pushed” parts 
forward, simply making them at will and 
keeping them to be used down the line 
as needed. The plant now “pulls” prod- 
uct, starting with the day’s orders from 
customers and building components on 
demand. Excess inventory wastes capital 
and hides problems, says Stewart. I will 
hear that often this week. 

Farrister nods again as Stewart 
speaks. She doesn’t nod like an employ- 
ee. She nods like a believer. “It’s the best 
thing that’s happened to this plant,” she 
says. At her station, a boot camp team re- 
moved the clutter, ran time studies, creat- 
ed more space to work, defined a precise 
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job for everyone, and improved produc- 
tivity from two units per shiftto five units 
a shift. “People are nicer now,” she says. 
“It used to be so stressful. You're search- 
ing for parts, trying to get sheet metal, 
everyone’s at each other's throat. It’s not 
as stressful now.” 

Stewart leaves us with a koan, passed 
on from his mentor at Toyota. “TPS is the 
best way,” he says. “The best way is TPS.” 
Whatever the right thing to do is, that’s 
the right thing to do. Simple. 


Tuesday morning at 7, the five mem- 
bers of my boot camp team start track- 
ing the first shift at the warehouse, and I 
start following Judy Lynch. An office near 
the loading bay contains three computer 
desks, a calendar from a supplier, and a 
fax machine, which prints out orders from 
the plant across the street. Lynch often no- 
tices the orders first{iso Lbegin tracking 
het “picks,” ler trips to the warehouse 
floor to fill orders irom the plant. 

Mike Bray is in charge of thegboot 
camp team in the warehouse. He watch- 


es as seri, seiton, and seiso begin around 
him. Lynch’s staff takes turns on a scrub- 
ber, a machine the size of a ride-on lawn 
mower that sucks up rubber dust. “A 
kaizen from last year,” says Bray. It leaves 
wet trail, in which it slowly becomes ap- 
parent that the concrete floor was once 
finished with a glossy sealant. Craig Sand- 
ers, a boot camper from Oneida, the 
iconic flatware company, which Mono- 
moy bought in November 2011, knows 
how to drive a forklift. He starts moving 
unused inventory to the back of the ware- 
house-400-pound copper spools and 
packs of seven-foot-long stands left over 
from the Yuma consolidation. 

In 2010, Monomoy cut 86 workers 
from HTPG’s payroll in Scottsboro. Then 
a funny thing happened. A year of boot 
camps has helped the company beat in- 
dustry lead times, the weeks that pass be- 
tween sale and delivery. On-time delivery 
ranaf'72,petve fitbefore Monomoy bought 
the piaw se far for 2012 it’s at 96 percent. 
Deb Farrister’s V-series now take two 
weeks to build, a quarter of the indus- 
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try average. In 2011 sales grew by 10 per- 
cent. And overall, since Monomoy bought 
HTPG in 2010, head count is up in Scotts- 
boro and sales are up 19 percent. 

It’s a bright picture, clouded some- 
what by the 150 jobs lost in Arizona when 
Monomoy closed the Yuma plant. If you 
add Yuma into the head count, the net 
loss at HTPG is about 75 people. The 
partners at Monomoy are not saints, and 
people are expensive. But if you cut costs 
through head count alone—and not by im- 
proving operations—you have to just pray 
the economy goes your way. To survive, 
you cut people. To grow, you cut waste. 

The Toyota Production System recog- 
nizes three kinds of waste, muda, mura, 
and muri. Translation: movement that 
creates no value, overburdening people 
or machines, and inconsistent produc- 
tion. People are easy to find ona cash-flow 
statement. Muda, mura, and muriall add 
drag on capital just like a day’s wages, but 
they hide on the plant floor. 

I begin bird-dogging the fax machine 
in the warehouse office, pouncing when 
orders arrive from the plant. Paul Grif- 
fin, one of Lynch's forklift drivers, gets an 
order, and I follow him on a pick with my 
stopwatch. He heads down an aisle, cran- 
ing his neck to find a crate. He starts talk- 
ing about Carrier, the heating and cool- 
ing company that used to own HTPG, and 
Vijay Inbasagaran, the plant’s old direc- 
tor of operations. “Vijay,” says Griffin, “he 
brought the kaizen. 

Bray sees waste in the copper stacked 
at the loading bay. He knows it makes 
sense to leave it there—the plant turns 
over its stock of copper 13 times a month— 
but it bothers him to see so much invento- 
ry. Bray is sometimes on the road four and 
a half days a week. Usually he drives the 
boot camp truck, which contains supply 
carts for making signs and cleaning, a 
computer workstation with a printer, 
and a toolbox so spotless and so compre- 
hensive that, he says, “Nascar would be 
proud.” He'll show it to the maintenance 
staff at a plant and tell them, “If your tool- 
box looked like this, my machine wouldn't 
be down.” By which he means Monomoy’s 
machine. Bray is a type-A obsessive mas- 
querading as a good ol’ boy. 


Monomoy’s headquarters is on the 
17th floor of a building in midtown Man- 
hattan. In the early 2000s, Justin Hillen- 
brand, Daniel Collin, and Stephen Press- 
er were turning companies around for 
KPS Capital Partners when they noticed 
an opportunity. With larger compa- 

nies they found more capital chasing 
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fewer deals, and the market tended to be 
more efficient. By “efficient,” read: harder 
to make money in. On the lower end of 
the middle market, however—companies 
bringing in $100 million to $150 million in 
revenue—they could double, triple, and 
sometimes even quadruple Ebitda (earn- 
ings before interest, taxes, depreciation, 
and amortization). 

“There's always a disproportionate 
amount of underperforming businesses 
when you're looking at the smaller end 
of the spectrum,” says Collin. Smaller 
businesses are more exposed to market 
fluctuations and have more trouble rais- 
ing money in capital markets. Over time, 
better managers leave for larger compa- 
nies. Although the businesses are small, 
it’s a huge market, he says; in North 
America there are more than 150,000 
companies this size. 

In January 2005 the three left KPS 
and started Monomoy. They visited hun- 
dreds of plants. The better-performing 
companies consistently used some form 
of the Toyota Production System. The 
partners began to realize that the tradi- 
tional private equity approach to opera- 
tions—putting a former CEO ona com- 
pany’s board—wouldn’t work for some 
of their purchases. “You could have the 
best CEO in the world,” Hillenbrand 
says, “but in a manufacturing company 
profits are made on the floor.” 

“A little bit to our credit,” he says, 
“we're pretty good at the other stuff, the 
financial restructuring, the lease restruc- 


turing, the union negotiations, the com- 
mercial side. But we recognized that in 
order to improve operations you needed 
someone on the ground.” The partners 
began bringing candidates to a plant that 
eventually became part of Compass Au- 
tomotive Group, which they also own. It 
already had a Toyota-like system in place. 
The first several candidates thought the 
business was fine. Not John Stewart. 
“When John came in,” says Hillenbrand, 
“he tore the place apart.” 


After a day at the warehouse on Tues- 
day, my time studies are sloppy. I have 
crossed out and marked over rows of 
steps; everyone picks differently. Mike 
Bray explains that the first kaizen is the 
worst. There is no process when you start 
to create a process, so it’sharder to isolate 
the steps that add waste. 

Ihave determined, however, that the 
time between an order’s arrival and the 
moment a worker starts a pick averages 
just shy of 13 minutes. I point out to Bray 
that the faxes sit in the office while the 
forklifts move on the floor, so nobody 
sees them arrive. He says the problem 
is worse than that. If the plant is work- 
ing as it should, Judy Lynch should know 
at the start of the day what needs to get 
trucked over. Now there are orders 
when the shift starts, orders on the fax, 
and “hot” orders, which the plant fol- 
lows up with a phone call. 

Bray proposes that we turn the fax ma- 
chine into a “bat phone.” We will install it 


Operations group 
head John Stewart 
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on the end ofa row just inside the loading 
bay and rig it toa photo sensor and a ro- 
tating green light to summon the forklifts. 
Ihave discovered a muda: movement that 
creates no value, in this case movement 
between the office and the warehouse 
floor. | am as proud as a toddler. I ask 
Bray whether we should get a handheld 
inventory scanner for each forklift, too. 
“Well, we don’t even know yet how many 
forklifts we need,” he says. Iam kaizening 
ahead of myself. “Most of what forklifts do 
is just drive.” More muda, The scrubber is 
still circling. More seiso. 

On Wednesday the warehouse boot 
camp team runs more time studies and 
feeds them into spreadsheets. We all have 
hunches, and these hunches need to be 
confirmed. Around 9 p.m. a maintenance 
crew arrives to install the bat phone. We 
are almost done for the night, and the 
warehouse boot camp gathers as mainte- 
nance finishes up. I place a sheet of paper 
in the tray. The sensor sees it. The green 
light begins sweeping in circles, 10 feet in 
the air. I raise my hands in triumph. I have 
moveda fax machine. I have created an ef- 
ficiency. I have completed a kaizen. 


Thursday morning we're back in with 
the first shift to make sure our big ideas 
are working. Joe Meinke has trouble get- 
ting used to a new layout. He works the 
FedEx station at the warehouse, shipping 
out smaller replacement parts to custom- 
ers. “It's like I kinda got my insides ripped 
out,” he says. Two boot campers have 
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been tracking Meinke this week, and by 
Thursday morning one of two boxing 
tables at the station is gone, along with 
a chair and an extra stand that dispens- 
es bubble wrap. Tape on the floor shows 
him where to stack boxes. A square is 
marked “trash can.” 

By 8:30, Meinke has come around. 
A sheet metal platform on the remain- 
ing table has brought his keyboard up to 
the height of his elbows when standing. 
He taps the platform. “This is sweet,” he 
says. “I'm kind of a tall guy.” Gone: one 
mura, the overburden of leaning down 
to type. Deb Farrister has been running 
time studies on the UPS receiving sta- 
tion on the other side of the warehouse. 
She has marked out lanes with tape. She 
is mopping them. Still more seiso. Over 
the week’s cleaning, we have discov- 
ered 18,000 pounds of copper tube and a 
broken forklift that everyone had forgot- 
ten about. Near the loading bay, Meinke is 
singing Movin’ on Up, the opening theme 
from The Jeffersons. 

Iwalk to the bat phone and begin run- 
ning time studies. We have placed the 
tray at elbow height for someone driv- 
ing a forklift, and drivers can grab the 
order without climbing out. 0:19. 2:13. 
4:28-the new time from the arrival of a 
fax to the start of a pick averages 2:20. I 
have reduced the cycle time for a pick by 
about 10 minutes. This took four days. In 
‘one warehouse. At one plant. The Toyota 
Production System is like a diet. It is not 
hard to grasp. It is hard to do. 


A group of boot campers has gathered 
with Farrister atthe UPS station. They are 
talking about Monomoy’s demanding re- 
porting requirements for their own plants. 
“I get it” says Farrister. “I invest a million 
dollars, I’m going to see what happened.” 
Task her how Monomoy is different from 
Carrier, the company that used to own the 
plant. “They talk to you,” she says. 

“Scrubber’s all tore up,” says a 
member of Lynch’s team. Indeed, the 
scrubber has finally been driven into the 
ground. It sits by a loading door, bleed- 
ing gray fluid. Before it expired, it ex- 
cavated near the UPS desk several lines 
of tape on the floor from a previous at- 
tempt at a kaizen, back when the plant 
was owned by Carrier. A square from 
that prior effort is marked “trash.” 

Before I leave Scottsboro, John Stew- 
art walks me around the main plant, 
as before stopping to chat with line 
workers. Some have his personal cell 
number, and use it. When he gets to a 
new plant, he looks at hands; if they are 
not moving, something is being wasted. 
He looks at forklift loads; if they are not 
full, something is being wasted. Stewart 
believes that if you can get costs down, 
there’s no reason not to make things in 
the U.S. Offshoring carries political risks 
and incurs supply-chain costs, he says. 
It can prove difficult to teach culture to 
a foreign workforce. “You make invest- 
ments in people,” he says. “We believe 
that North American manufacturing de- 
serves to exist.” 


Inoneinstance, forklift Copper tubing, 
response time was found 
reduced by 10 minutes 
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This is the language of a union leader, 
not a private equity executive. Later that 
day, I talk to HTPG’s union steward and 
try without success to get her to say some- 
thing bad about Monomoy. After several 
tornadoes touched down in Scottsboro 
last year, Monomoy’s partners sent every- 
one at the plant whose houses were hit a 
Home Depot gift card for $500. Yet Mono- 
moy is nota charity. It sells its acquisitions 
when itis done with them. 

Justin Hillenbrand is on the floor, too, 
wrapping up his boot camp. At his sta- 
tion, which assembles small condensers, 
five boot campers have kaizened away an 
entire production shift. They have creat- 
ed a “kitting area,” a single spot for parts 
delivery, so a worker doesn’t have to look 
for them to build a new condenser. At 
the Scottsboro plant, about one in three 
cars and one in five persons display in 
some way the colors of the University of 
Alabama. Hillenbrand, who grew up in 
New Jersey, is wearing a Crimson Tide T- 
shirt. He’s taking John May, HTPG's CEO, 
through the week’s results. That is: A 
partner in a private equity firm is show- 
ing an executive at an acquisition a set of 
changes that he, personally, has made to 
the production line. 

As I walk with Stewart, I notice tape 
on the floor that reads “Top brazing cart 
#1.” It does not contain anything that 
looks like it might be a brazing cart. I see 
oil and water on the floor, too. A cart la- 
beled “closing cart” is a mess. I point these 
out to Stewart. “TPS is an ideal state,” he 
says. “We're trying to get from a B-minus, 
C toa B-plus. We don’t have to hold this 
long enough to get to Toyota quality to 
get significant value.” | ask him wheth- 
er this should worry a potential buyer. 
HTPG CEO May-and Farrister, a team 
leader on the line—both seem dedicat- 
ed to the system. Yet on the plant floor, 
Ican already notice it beginning to slip in 
places. Investors “aren't going to look at it 
like that,” says Stewart. “They're looking 
at financials. They're looking at 12 months 
of value.” 

Practiced this way, private equity is 
not slash-and-burn liquidation, extract- 
ing money from capital. It’s not over- 
leveraging, making profits off dividends 
paid out of unsustainable loans. Pri- 
vate equity, the way Monomoy does it, 
is a castle in the sand, a brief victory for 
order in the constant slide toward entro- 
py. We walk past the electrical-box assem- 
bly station. A broom leans against a ma- 
chine. Above it, a shadow board, painted 
to show where tools belong, reveals an 
outline where the broom should hang. © 
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arly on Sept. 5, 2010, Ismael Bojérquez, editor of the news- 
weekly Riodoce, in the Mexican city of Culiacan, learned thata 
man in his 20s had been found dead of bullet wounds in a 
white Lamborghini. Murders of young men are common in 
Culiacan, the capital of the state of Sinaloa and the seat of 
power of the cartel of the same name, but this one was dii 
ferent. The victim, Bojorquez heard, was the son of Joaquin 
“El Chapo” Guzman, the head of the Sinaloa cartel and the 
most powerful drug kingpin in Mexico. Two and a half years 
earlier, when another of El Chapo’s sons was gunned down 
by the rival Beltran Leyva cartel, it ignited a bloody war— 
387 people were killed in Culiacan in three months. In a way, El Chapo 
(Spanish for “Shorty”; Guzman is 5'6") and his empire are the main sub- 
jects of Riodoce, one of the only periodicals in Mexico that seriously in- 
vestigates drug violence. 

Bojorquez, a compact man witha thin moustache and a broad, angular 
face, immediately droveto the crime scene. It was on a street called Presa 
Azicar, in a residential part of town. To his surprise, there was no body, 
and no car—only some blood on the asphalt, scattered shards of broken 
glass, and pieces of a car bumper. He took a few pictures and went to a 
police post about 200 meters down the street, but the officers there said 
they didn’t know anything and referred him to the district police com- 
imander. When Bojérquez called on him, the commander said he couldn’t 
talk about it. The state’s attorney’s office, too, said nothing. “Officially, 
nothing occurred,” Bojérquez recalls. “Officially, he wasn’t even dead.” 


Riodoce's staff started calling around; they have sources in law 
enforcement, in the state and local government, and others who are 
linked in various ways to the cartels. Bojérquez’s original source, 
it turned out, had been wrong. The car was not a Lamborghini, it 
was a Ferrari. And the victim wasn’t El Chapo’s son but a different 
narco scion, Marcial Fernandez. His father, Manuel, was an ally of 
El Chapo’s, and a brutal man known alternately as “El Animal” and 
“La Puerca” (“the sow”). 

Riodoce’s reporters also learned about a strange altercation that 
had taken place at the crime scene: As the police and a few onlookers 
were standing around Fernindez’s bullet-riddled sports car waiting 
for the coroner to arrive, several heavily armed men drove up. They 
leveled their weapons at the police, took Fernandez’s body, and drove 
off. When two news photographers showed up, the police told them 
nothing had happened, then left. Later that night, the armed strang- 
ers returned and towed the Ferrari away, leaving only the broken glass 
and blood that Bojérquez found after sunrise 
None of this made the news at first. Fernandez had been killed 
at 2:30 a.m. on Sunday, but by the end of the day Monday there was 
no coverage of the shooting. Like many of the killings in Culiacan, 
Fernandez’s death had been declared off limits. “The police kept 
quiet, the government kept quiet, but the press kept quiet as well,” 
says Bojérquez. One of the photographers who had been on the scene 
left town, fearing for his life. 

According to Reporters Without Borders, 80 Mexican journal- 

have been killed and 14 others have disappeared since 2000. In 
Juarez, on the country’s northern border, the city’s biggest newspa- 
per, El Diario, has had both a police reporter and a photographer 
murdered in the past three and a half years. The editor of El Mafana, 
in Nuevo Laredo, was stabbed to death in 2004, and two years later 
assailants sprayed gunfire and tossed a grenade into the newspa 
per’s offices, badly wounding a veteran reporter. Riodoce had its 
own grenade attack in 2009, although no one was hurt. Mexico last 
year beat out Iraq as the most dangerous country in the world for 
journalists in the rankings of the International Press Institute, and 
the first death of 2012 took place on Jan. 6, when a reporter from La 
Ultima Palabra, in a suburb of Monterrey, was chased down in his 
car and shot to death. 

“Crimes against journalists occur with impunity at the local level,” 
says Jorge Zepeda Patterson, the former editor of El Universal in 
Mexico City. “We are losing our capacity to say what’s happening to 
our country.” 

‘The attacks are meant to cow Mexico's media, and they have suc- 
ceeded Today the vast majority of the nation’s newspapers, maga- 

and radio and TV stations do not cover the bloodshed. Espe- 
cially at the local level, news outlets will, at most, reprint official press 
releases about arrests and killings. In the worst areas, the narcos 
eyen have press handlers—unidentified voices on the other end of 


4 the phone warning a reporter not to cover a shooting, or giving the 
order to write about the “message killing” ofa rival. 
Against all this, Riodoce stands out—a small paper, in the home- 


town of Mexico’s most powerful cartel, that insists on writing about 
the drug violence. There are other places, online and in print, where 
Mexican readers can go to find body counts or pictures of blood- 
spattered crime scenes, but Riodoce prides itself on its investiga- 
tive work, on trying to ferret out the stories that neither the cartels 
nor the government want told. As news outlets all over the country 
have censored themselves in the face of lethal ultimatums, Riodoce’s 
reputation has grown. Today it’s read far beyond Culiacan, by cartel! 
analysts, government officials, fellow journalists, and drug traffick- 
ers themselves. Last year one of the paper’s columnists and ¢o- 
founders, Javier Valdez, won the Committee to Protect Journalists’ |} 
International Press Freedom Award, along with journalists from Paki- 
stan, Belarus, and Bahrain. 
“The work that they do is amazing, they make us all proud,” says.” 
» Marco Santos, managing editor of Noroeste, one of Culiacan’s two dai> 
lies. het like a lighthouse.” “ 


Bojérquez: “We never write off a subject 
entirely. It's a question of finding the line” 


‘The Tuesday after Marcial Fernande: , Riodoce posted an ar- 
ticle on its website titled “Fuerte Es el Silencio,” or “The Silence Is Deaf- 
ening”—an account of the killing and a condemnation of the information 
blackout that had enveloped it. The next print edition, the following 
Sunday, also carried the story. The article carried no byline. Although it 
was written in breathless prose, a Riodoce trademark, it was a carefully 
edited piece of work. The staff debated whether to identify the victim—an 
important piece of information, but writing about the families of lead- 
ing narcos was one of the red lines that even Riodoce does not cross. In 
the end they printed Fernandez’s name, citing “unofficial sources,” but 
gave no information about who he was: nothing about his father, noth- 
ing about why he could afford a Ferrari or why someone might want to 
kill him. It was, as Bojérquez describes it, a “sanitized version.” 

Only months later did the full story come out: El Animal, arrested for 
drug trafficking, told federal police that he had heard that the killing had 
been a case of mistaken identity. El Chapo’s son, the intended target, 
owned a white Lamborghini. El Animal's son’s Ferrari was also white, 
and a Beltran Leyva hit squad, mistaking one car for the other, had am- 
bushed the younger Fernandez on his way home from a late night out. 
Today, Martin Gastelum, a spokesman for the state prosecutor's office in 
Sinaloa, still has nothing to say about the events or Riodoce’s account. “I 
cannot confirm or deny anything,” he responds. No one has been arrest- 
ed for the murder, but a few weeks after it occurred the Beltran Leyva 
boss rumored to have been responsible was kidnapped by El Chapo’s 
men, and a video of his torture and killing was posted to the Internet. 


On a warm, clear Tuesday morning in February, Riodoce is holding its 
weekly editorial meeting in its office two floors above a dental practice. 
While the paper now employs 4 freelancers, its founders are still the 
only full-time editorial staff, and the meeting comprises the four of them 
and the accountant, Milagros Garcia, a young woman in rhinestone- 
studded jeans. She stays only for the first few minutes, leaving after her 
report on the paper’s finances: In January the paper made $15,200 from 
newsstand sales and $21,100 selling ads. 


: “ship very clear,” the editor says, as 
‘ {much to himself as to anyone else. 
tbs edad Full-bellied and mordant, with a 
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For a shoestring operation like Riodoce, that’s plenty. The pa- 
per’s printrun averages 5,000 copies. Each week Bojérquez makes 
the call on how many copies to print: It tops out at 7,500 but can be 
as low as 1,500. The staff doesn’t track their online readership; as 
Bojorqué that’s one of their failings as businessmen. 

Next, Bojérquez brings up the question of whether to switch toa 
new Web hosting company. Until recently, the paper’s website was 
hosted by California-based DreamHost, but the company has re- 
quested that Riodoce take its business elsewhere after hackers 
crashed the paper’s website in November. Increasingly, Mexican 
journalists reporting on the drug wars have sought protection in 
the cyber realm-the widely read blog Borderland Beat has no 
physical offices to bomb and keeps the names of its contributors 
secret—but the cartels find them anyway. In September, Los Zetas, a 
cartel renowned for its ruthlessness, beheaded an editor of Primera 
Hora in Nuevo Laredo because she had been blogging about drug 
crime under a pseudonym. 

Cyberattacks are new territory for the cartels, however. Asked 
who was behind the hacking, Boj6rquez shrugs—it might have been 
the cartels, or it might have been someone in law enforcement, angry 
about one of the paper's corruption investigations. It might have 
been the Mexican wing of the hacker collective Anonymous, which 
had earlier called on news outlets to stop reporting the details of 
cartel message killings: murders meant to intimidate rivals or authori- 
ties that often involve notes left beside mutilated bodies. 

As the meeting moves into editorial matters, the four discuss ar- 
ticles they have on the boil. Two of the writers, Alejandro Sicairos 
and Javier Valdez, are working on stories on corrupt judges. Valdez 
says the judge he is looking at has raised suspicions with her lavish 
lifestyle. Asked by investigators how she could afford her large house, 
multiple cars, and designer wardrobe, she said she bought them with 
casino winnings. Then Valdez brings up a tricky situation he’s having 
with a source in the local police who is offering to let him “borrow” 
arecently arrested cartel member and interview him-Bojorquez is 

afraid the officer is essentially asking 
, Valdez to interrogate the man for the 
. police. “We have to keep the relation- 


bristling gray buzz cut, Valdez is the pa- 
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writes about the survivors of kidnappings, the relatives of the - 
disappeared, the casual cruelty of the cartels, and the way vio- 
lence insinuates itself into everyone's lives in Sinaloa. A Dashi- 


ell Hammett devotee, he writes in a film noir style, heavy on 

recreated dialogue and dramatic description. In one recent column he 
tells the story ofa young man who sees his cousin mistakenly killed by 
a sicario, a cartel hit man—the cousin is riding in a car with the intend- 
ed target. (Reading Riodoce, one is struck not only by the viciousness of 
the cartel’s killers but also by their incompetence.) The sicario also hap- 
pens to be the young man’s childhood best friend. In another column, 
Valdez describes how a local teacher, caught up in Sinaloa’s culture of 
lethal retribution, asks a narco he knows to torture a man for him after 
a heated traffic argument. 

For Valdez and his colleagues, the real subjectis a society deformed 
by the drug wars: The region’s tomato growers use trucking companies 
run by the narcos, and commuters keep one eye out for expensive cars 
and luxury SUVs that speed without license plates through the streets. 
Politicians take money from the cartels, the military rounds up and 
brutally interrogates young men, and prominent businessmen grow 
rich from laundering drug profits. “I’m involved in drug trafficking,” 
says Valdez, “because I live here.” As the news meeting winds down, 
it becomes clear what he means. Valdez is organizing a local round- 
table co-sponsored by the Committee to Protect Journalists. He pro- 
poses renting out space for the event at Culia Hotel Lucerna. Bo- 
jorquez, however, objects. He points out that an investor in the hotel 
has been linked to the cartels, and it wouldn't do to hold an event for 
Riodoce in a narco-owned establishment. 

The rules under which Riodoce works are foreign to most 
journalists; the paper operates in a nebulous area between self- 
censorship and freedom. In covering drug violence at all, its 
writers and editors are taking a grave risk, but it is a risk they 
see as manageable. Over years of covering the cartels, Bojorquez 
and his staff have developed a set of guidelines that they be- 

lieve afford at least some protection. Riodoce doesn’t write about the 
families of narcos, nor does it write about the legitimate businesses 
that the cartels run or contract with unless that information is already 
public. And it does not publish details about the drug trafficking in! 
structure—the routes used to transport drugs or the locations of safe 
houses, airstrips, or training camps. When police in Culiacan recently 
stormed two houses that belonged to El Chapo’s ex-wife, it was the first 
time her real estate holdings had appeared in the pages of Riodoce- 
even though the paper’s reporters, like every journalist in town, had 
known about them for years. 

“We never write off a subject entirely,” Bojérquez says. “We have 
never stopped a story because it’s too dangerous. We always say we'll 
write about this or that, but how are we going to do it? Up to what point 
are we going to investigate it? What exactly are we going to publish? It’s 
always in those terms. It’s a question of finding the line.” 

Finding the line canbe difficult. In 2010, El Diario de Juarez published 


an editorial on its front page addressing the cartels after the murder of 


Luis Carlos Santiago, a 21-year-old photography intern at the paper. “You 
are at present the de facto authorities in this city,” the editorial read. 
“What is it you want from us? What is it you want us to publish or not 
publish? Explain so that we can respond.” 

Riodoce has yet to issue such a direct appeal, relying instead on 
its sources in Sinaloa’s criminal underworld to monitor how stories 
are received there—corrupt police with cartel connections, business- 
men who can make a call or two. When its coverage is received poorly, 
Riodoce pulls back. “You know what not to write in order to keep writ- 
ing,” Valdez says. It’s an inexact system, of course, and it has not totally 


protected the paper: The grenade attack, which took place on Sept. 7, 
2009, at around 2 a.m., remains unsolved, like most violent crimes in’ 
Mexico. There are plenty of potential suspects 


paper has angered is long. 
Even Riodoce’s admirers can be skeptical about some of what 
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the list of people the 


prints. Alejandro Hope, a former director of international affairs for 
CISEN, Mexico’s intelligence agency, sees the paper as an invaluable 
source of information, but cautions that it “can be sort of conspira- 
torial in worldview. For them everything can be explained by the 
goings-on of Chapo Guzman, whether he’s fighting or making peace 
with someone.” And it is difficult to confirm Riodoce’s accounts. The 
paper grants anonymity to most of its sources to protect them and get 
them to talk, and cartels do not sit for interviews with the press. The 
office of Sinaloa’s governor, Mario Lopez Valdez—whom Riodoce has 
charged with being in the pocket of the Sinaloa cartel-did not return 
repeated phone calls asking for comment. 

Asked about the accuracy of his reporting, Valdez suggested we 
speak with one of his sources. One afternoon, in the rear of a dark cafe 
off of a plaza in downtown Culiacan, Valdez introduced us to a gradu- 
ate student in his mid-20s, the basis for the Malayerba column about 
the young man whose childhood friend kills his cousin. As in most of 
his columns, Valdez changed or obscured certain details—the exact re- 
lationship between the student and the murdered relative, the cartel 
that controlled the town where the hit occurred. But the student con- 
firmed the story in all important respects. 

“With Riodoce, you see the truth,” Valdez’s source said. “Other 
papers wrote that two malandras [scoundrels] had died, but Riodoce 
showed that one of them wasn’t a bad person.” 


Sinaloa’s drug economy dates to the late 19th century, when Chinese 
workers brought over to build Mexico's railroads planted poppies 
for opium. The state sits on the western edge of the country, about 
two days’ drive from the U.S. border, between the mountains of the 
Sierra Madre Occidental and the Gulf of California. Its fertile coast- 
al plain is Mexico’s breadbasket—huge farms there grow tomatoes, 
squash, sugarcane, rice, and wheat—and its mountains are ideal for 
the industrial cultivation of marijuana and poppies. Sinaloa met the 
explosion in American demand for marijuana in the 1960s, followed 
by heroin in the 1970s. 

By then, Culiacan, a city of a few hundred thousand, was averag- 
ing two to three drug-related murders a day-local papers had taken to 
comparing it to Al Capone’s Chicago, “with gangsters in sandals.” Jour- 
nalists were targets. In February 1978, a crusading investigative report- 
ernamed Roberto Martinez Montenegro was shot in the head as he sat 
in his car, the third journalist killed in five months. Martinez was at his 
death already an anomaly; most of his colleagues were far less willing 


The shrine for Jestis Mal 
the patron saint of drug traffickers 


to cause trouble. Many were on cartel or government payrolls, others 
were simply rattled by the threat of violent reprisal. There were subtler 
forms of control, too. Then as now, the government provides much of 
the advertising revenue for most Mexican newspapers-the pages are full 
of ads for state agencies and political parties. And then as now, Mexican 
journalists complain that government officials are quick to pull ads in re- 
sponse to stories they don’t like. 

Nonetheless, investigative journalism did survive in Culiacan, espe- 
cially at Martinez’s old paper, Noroeste. Bojérquez began working there 
in 1992, eventually rising to become the managing editor in charge of 
the entire reporting staff. Valdez, a member of Bojérquez’s investiga- 
tive team, wrote a column called Con Sabor a Asfalto, or, loosely, Tales 
from the Street. Sicairos was the paper's political columnist, known 
for colorful barbs and deep reporting. The three were popular with 
readers, legends in the newsroom, and feared and disliked by many in 
Sinaloa’s political class. 

In 2002, the paper decided that the investigative work the three 
specialized in was too expensive, and sharply cut back onit. Bojérquez 
left on Sept. 6, 2002; Valdez and Sicairos, the following day. Joined 
by Cayetano Osuna, an old school friend of Bojérquez’s who had also 
briefly worked at Noroeste, they put together a plan for a competing 
newspaper that would publish the sort of stories that their former em- 
ployer would not. 

None of them had run a business, and while their vision was a 
weekly with a small staff, even that would cost more than they could 
put together on their own. Bojérquez suggested selling shares to the 
public. La Jornada in Mexico City had done something similar when 
it was founded in 1984; so had El Sur de Acapulco. The four journal- 
ists drew up the paperwork to sell 2,000 shares at 1,000 pesos apiece. 
They went to their friends and relatives, to businessmen who weren't 
linked to the cartels, to university professors. And despite their ambi- 
tion for an independent newspaper, they went to political parties as 
well-the National Action Party (PAN), at the time Sinaloa’s oppositi 
party, was happy to put in money. Still, by the time the founders had 
exhausted their list of potential buyers, they had sold only 150 shares. 
Some friends balked when it came time to actually pay. Other poten- 
tial donors said they had been told by the then-governor not to sup- 
port the new paper. 

With less than a tenth of the capital they had planned on, the four 
decided to go ahead. “We had confidence in ourselves,” Bojérquez 
recalls. “We also didn't have much choice. We had to make a living.” 
Riodoce’s first edition came out Feb. 3, 2003, with a cover story about 
the political exile of Francisco Labastida, once the state’s most pow- 
erful politician, whose loss to Vicente Fox in the 2000 presidential 
election ended 71 years of unbroken rule by the PRI, the Institutional 
Revolutionary Party. 
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Riodoce’s name is a refer- 
ence to Culiacan’s 11 rivers: 
The paper would be the 
twelfth, a torrent of informa- 
tion and analysis. For its first 
two years, however, Riodoce 
was constantly in danger of 
drying up. There wasn’t money to hire anyone, so the founders wrote 
everything and went without salaries for months. Gradually, the paper 
built a readership with its exposés of the links between government 
and organized crime—one early cover story explored the underworld 
‘connections of a former mayor of Culiacan, Jorge Chavez Castro, who 
had been murdered in his home. Another focused on a corrupt local 
police chief and the several mansions he had accumulated despite a 
meager public servant's salary. People started buying Riodoce at street 
corner newsstands, convenience stores, and tortilla shops. The paper 
sold steadily in the state capitol buildin; 

“We just wanted to do good journalism. But to everyone else, it 
was new, it was audacious, and it was frightening,” Valdez says. The 
paper published investigation after investigation despite the fact that 
80 percent of its ads came from government institutions and their 
employees-state and local government, the local public university, 
public sector unions. Early on, Riodoce’s willingness to take on its 
biggest advertisers was largely a matter of the founders’ willingness 
not to pay themselves. In recent years, though, it has been helped 
by the fact that an unusually large proportion of the paper’s revenue 
comes not from advertising but from newsstand sales. That provides 
a cushion against the inevitable dips in ad money that follows expo- 
sés of official corruption. 

There is a fierce debate in Mexico over what is to blame for 
the explosion in killings since 2006-how much is due to Presi- 
dent Felipe Calder6n’s decision to deploy the military against the 
cartels, how much is cartel turf warfare, and how much the two 
feed off each other. “Before, the drug trade was done through 
organized corruption. You had direction from the top down; you had 
money from the bottom up,” says Edgardo Buscaglia, an expert at Co- 
lumbia University on Mexican organized crime. “Suddenly that gets 
replaced with organized violence.” 

Whatever the causes, the bloody turn in Mexico’s drug wars became 
Riodoce’s main story. As the violence climbed, the paper’s competi- 
tors wrote less about it, and the new weekly became a lone voice. And 
more cartel stories brought more readers. For Riodoce, reporting on 
the narcos was a crusade, but it also became a business strategy. Each 
week’s edition goes on newsstands on Sunday. “Whether we sell out 
by Monday all depends on the front page,” Bojrquez says. “It’s drug 
trafficking that sells.” 

Alejandro Hope, the former intelligence analyst, says he goes to 
Riodoce’s website every day, along with that of El Diario de Judrez— 
despite the killing of two of its staffers, it also continues to investi- 
gate the cartels. “They're publishing information you can’t find any- 
where else,” he say 

No one in Culiacan believes things are going to change for the 
better anytime soon. For the time being, Riodoce will keep trying to 
find the line between what it wants to write and what it can. Among 
the grandiose things journalists say about themselves is that their job 
is to comfort the afflicted and afflict the comfortable—the line is from 
the American satirist Finley Peter Dunne. Mexican journalists, even 
ata paper like Riodoce, cannot do that. They can perhaps annoy the 
cartels, but they cannot afflict them. The cartels have cornered the 
market in affliction. 

Boj6rquez, as much as anyone else, is aware of the limits of what he 
does. “Up to this point, despite the risks, believe that there are condi- 
tions under which we can do this work, and with the small hope that 
things will get better,” he says. “It’s really a hope in that hope, because 
the truth isI don’t see a way out for the country in the short term. But 
ou have to bet on something.” @ 


3D printing is getting cheap, fast, andprettydamncool 


On most weekends, 14-year-old Riley Lewis anda few of» The dyeingarea __reach $3.7 billion by 2015. Th 
his eighth grade friends gather at his house in Santa Clara, at 3D Systems’ industry has gone through a 
Calif. The group of about five, depending on who'saround, high-end modeling consolidation. Over the pas' 
grab some chips and bean dip and repair to the garage, facility couple of years, 3D Systems, 
where Riley and his dad have created something of a state- the company that invented th 
of-the-art manufacturing hub. The boys can pretty much 3D printing industry, bough 
fabricate anything they can dream up ona machine called one of its rivals as well as 
the RapMan. As the hours tick by, they cover tables with multitude of hardware, soft 
their creations: rockets and guitar picks and cutlery. They ware, and design companies. 
hold forth on plastic extrusion rates and thermodynam- Two other leading players: 
ics and how such forces affect the precision of the objects Stratasys and Objet-recentl 
they can produce. “That’s a very beautiful gear you have agreed to merge. 

printed,” a boy named Douglas tells Riley. As so often happens witl 


The kids obsess over what versions of the Linux oper- industrial-grade technologies, 
ating system they run on their laptops and engage in awk- 3D printing has flowed downstream to consumers. 3D Sys- 
ward banter. “I will stab you with flash drives,” Riley tells tems hit the road in mid-April, hawking the Cube. It’s a 
Vernon, a skinny boy with a braided rattail who shows RapMan at heart but comes preassembled and looks like 


off a pair of freshly made plastic brass knuckles. Vernon the brainchild of Apple’s industrial designers. For $1,299, 
says, “I want to print an essay for one of my teachers and anyone can now buy a 3D printer, hook it up to a Wi-Fi 
handit in on sheets of plastic instead of paper just to con- network, and begin downloading files that will turn into 
fuse peopl real objects. Meanwhile, design software maker Autodesk 
Riley and his friends have accepted as a mundane fact has released 123D, a suite of free applications that lets or- 
that computer designs can be passed among friends, al- dinary people design and customize objects on their PCs 
tered at will, and then brought to life by microwave oven- then send them to a machine like 
size machines. The RapMan is a crude approximation of far ithe Cube. 
more expensive and sophisticated prototyping machines These players have been 
used by corporations, much in the same way that hobbyist joined by consumer-orient- 
PCs were humble mimics of mainframe computers. Riley led upstarts that specialize in 
and his dad, David, spent 32 hours putting together a 3D printing video-game avatars 
printer from a $1,500 hobbyist lor topographical maps so you 
Like many 3D printers, the Lewises’ RapMan melts plas- can memorialize in plastic a fa- 


tic (similar to that used in Legos) and then squirts it orite campsite at Yosemite. 

out of a movable nozzle in a controlled fashion. The + A Brooklyn-based manufac- 

70 | nozzle goes back and forth, accompanied by an elec- <2 /turer called MakerBot Indus- 
tric hum, depositing one ultra-thin layer of plastic at] tries has dominated the hobbyist market. It’s sold more 

a time on a platform. Asked to build a cup, the ma: than 10,000 desktop 3D printers and has just released 

y will put down one ring of plastic, lower the plat- la preassembled model called the Replicator that costs 


form by a fraction of a millimeter, put down another ri $1,749. “We have sold machines to Disney, Google, Micro- 
of plastic, and keep going until the cup is done. Want a soft and send them to dorm rooms all over the country,” 
handle, or your name inscribed on the cup? The RapMai ays MakerBot co-founder Bre Pettis. “Our users could be 
can do that, too. Simply launch any number of free 3D soft- people who work at NASA or Pixar or an ordinary person 
ware applications, tweak the object to match your desires, ‘ho wants to live in the future.” 
and click print. Pettis and his fellow champions of 3D print- 
For 25 years, carmakers and aerospace companies ing do tend to wax grandiose about the technology. 
have used industrial- -grade 3D printers to fashion pro- It'll mean the end of bland mass production. House- 
totype parts for their v ares makers will be freed from designing forgettable, 
ical field has turned t lowest-common-denominator products that get stamped 
the machines to mak 4 AObjectsmade _ out by the millions at some Chinese factory. Amazon.com 
custom hearing aids| with the Cube could lower shipping costs by having items printed at its 
and invisible braces. sorting centers or letting shoppers buy designs and print 
while architects use thi merchandise at home. Scott Summit, a veteran ipd P 
technology to product designer, sees a new generation that has already 
models and consumer: embraced these ideas. “Twenty-five-year-olds 
electronics companies today aren’t burdened with traditional methods 
to build prototypes of and rules,” he says. “There are guys who have 
their latest gadgets. been doing 3D modeling since they were 11 and 
To a range of indus- are caffeinated and ready to go. They can start 
tries, 3D printers have become indispensable for doing a product company in a week and, in general. 
business. The large industrial systems now run in price have a whole new take on what manufacturing 
from about $5,000 to $1 million. These days, they can print can be.” Summit should know. He’s 3D-printin; 
in different colors of plastic and employ other materials custom legs for amputees. 
uch as metal, and ceramics. Software makers are 
lharnessing this power, making much The ability to print physical objects wasn’t in 
‘better tools for manipulating objects. vented in Silicon Valley or some well-funded cor- 
Today the market for 3D print- porate research lab. It originated about 30 years 
ers stands at about $1.7 billion, says ago in Southern California, where Chuck Hull 
Wohlers Associates, a consulting was working for a modest-size manufacture! 
firm that tracks the industry. With called Ultra Violet Products, or UVP. An enginee! 
sales of the machines rising quick- and physicist by training, Hull helped steer the 
ly, Wohlers predicts the market will development of the company’s ultraviolet-lighy 


curable resins, which were used to add protective coat- 
ings to furniture and other surfaces. Always a tinkerer, 
Hull began experimenting after hours with laying down 
numerous coats of the resin to make plastic models. 

“{had been an engineer for 20 years, and it was always 
really difficult to prototype plastic parts,” says Hull, now 
73. “You would design a part, goto a toolmaker who would 
builda plastic model, then you would need to fix any prob- 
lems and start again. The whole process took about six 
weeks, so the idea of building parts for yourself with a ma- 
chine was really cool.” 

Ina back room at the UVP offices, Hull crafted the first 
crude 3D printer. He filled a small basin with liquid resin 
and placed a platform controlled by an elevator mecha- 
nism inside the basin. Then Hull mounted a movable UV 
light fixture with a shutter overhead and wrote some soft- 
ware to control the orchestration of all these parts. The 
platform would be raised near the resin’s surface so that 
just a thin layer of the liquid sat on top. The light would 
turn on, the plastic would harden, and then the machine 
would lower the platform, lay down a new layer 
of resin, and the process could begin anew. 

When Hull showed the machine to UVP’s 

president, he received disheartening 
news. The company’s main busi- 
ness had soured, and Hull, along 
with several other workers, was 
going to be laid off. So 
he talked the president 
into a deal: Hull would 
start a company around 
the new technology and 
give UVP part of the enterprise. Hull 
patented the process, dubbing it stereo 
lithography. “There I was, 
a 40-something-year-old 
doing a startup,” he says. 
“We called the company 
3D Systems and were off 
and running.” 

A tall, rangy character with a gray 
mustache and a deep voice, Hull still 
works in Valencia, Calif., as 3D Systems’ chief 
technology officer. He has a research lab full of testing 
equipment for new machines and materials located in an 
office park. The rest of the company, though, picked up 
and moved six years ago into sparkling new headquar- 
ters in Rock Hill, S.C., packed full of machines that seem 
straight out of Star Trek. 

Ina glass-enclosed area near the center of the Rock 

ill facility. production manager Chris Lewis stands in 
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new $1,299) 
Cube prigiter: 


4 Printed objects 
onan employee's 
desk at 3D 
Systems 


front of an sPro 230. This tool- 

shed-size machine is a factory 
in and of itself. It can produce 
a shopping cart as easily as 
it can make a car dash- 74 
board, lighting fixture, or 

toy castle. 

Each sPro 230 gets filled 
with a special type of plastic 
powder that costs $55 a pound. 
Lewis sends a computer-gener- 

ated 3D image of an object to the machine, 

and it sets to work building the product 

one micro-thin layer at a time. A mechani- 
cal arm spreads a layer of powder on a platform inside 
the sPro 230. Then a laser beams down from overhead, 
fusing the powder into solid plastic in specified places and 
leaving the excess powder undisturbed. Next, the plat- 
form drops by 0.003 inches to 0.006 inches, depend- 
ing on the job; the roller coats the platform with another 
layer of powder, the laser fires again, and so on. Imagine 
building a pyramid from top to bottom. The laser would 
first fuse the powder to make the top of the pyramid and 
then gradually make ever-larger squares to capture the 
object’s expanding contour. If you wanted ridges or squig- 
gly lines along the side of the pyramid, the super-precise 
laser would simply trace out the desired pattern instead 
of making perfect squares. 

While the process still requires handwork today, it’s 
quickly becoming faster, cheaper, and more automated, 
which opens the technology up to new customers. Al- 
ready companies such as Mercedes, Honda, Boeing, and 
Lockheed Martin use 3D printers to fashion prototypes 
or to make parts that go into final products. The technol- 
ogy has broadened out to attract vacuum maker Oreck 
and Invisalign, which produces custom braces for teeth. 
Microsoft also uses a 3D printer to help design comput- 
er mice and keyboards. “A person who buys a BMW will 
want a part of the car with their name on it or to custom- 
ize the seats to the contours of their bodies,” says Abe 
Reichental, chief executive officer at 3D Systems. “We're 


printing with chocolate 
in our research labs 
today, so Godiva might 
print a candy bar with 
your face on it. The possi- 


bilities are only limited by 
our imagination.” 


Reichental, 55, arrived at 3D Sys- 
tems eight years ago to get the com- 

pany’s business in order. He had spent 
22 years at Sealed Air, a packaging compa- 
ny that grew from $78 million to $4 billion 
in sales in that span. Reichental’s last job at 
Sealed Air was running the division that made plastic films 
to coat food and other items. It may not sound sexy, but the 
role taught him the nuances of producing both industrial 
machines and the materials they consumed. 

From a massive office full of 3D-printed objects includ- 
ing a giant ant, machine gears, and a magenta-colored 
bust of Walt Disney, Reichental talks about proprietary 
plastic. He’s a man of modest height, with a precisely 
trimmed beard and a tweed jacket. He says about 70 per- 
cent of 3D Systems’ revenue today comes from recurring 
sales of materials, up from 10 percent when Reichental 
took over. Last year the company's annual revenue rose 
44 percent, to $230.4 million, from $159.9 million. “The 
company we have today has little to no resemblance to 
the one I found,” Reichental says. 

He peers out to the factory floor and can see into 
the various glass-enclosed manufacturing hubs. One of 
these large rooms contains the tool shed-size machines, 
which are used to build parts for customers. Another 
room has cheaper, refrigerator-size machines meant to 
sit on a customer’s manufacturing floor or at an archi- 
tect’s or an orthodontist’s office. In the back cleaning 
areas, 200-pound bags of powder lie next to workstations, 
looking like deflated balloons. They’re surrounded by yet 
more machinery that collects the so-called virgin powder 
from excavated items, so it can be used again. The smell 
of burnt plastic hangs in the air. 

Reichental brags about the print-for-hire services 3D 
Systems runs out of this facility. Customers will order parts, 
and Lewis, the production manager, uses special software 


4As prices of 

3D printers fall, 
doctors and den- 
tists are becoming 
customers 


> Author Vance 
as rendered by 
MakerBot 


to arrange them and cram as many objects into one block 
as possible. 

What really has Reichental enthused, though, is 3D 
System’s foray into affordable printers for consumers. He 
shows off the early versions of the Cube, which is slated 
to go on sale in May. Unlike the hobbyist kits, the Cube 
ships ready to print. People buying the machine will find 
dozens of 3D printable objects preloaded, meaning they 
don’t have to learn the nuances of 3D design software 
right away to make something. 

‘The machine can print in dozens of colors and up to 
514 by 5% by 5% inches in size, which is enough to handle 
objects such as chess pieces, jewelry, and cookie cutters. 
The Cube’s source material is $50 spools of plastic thread, 

one of which is enough to make about 15 bracelets 

capable of holding an iPod Nano. Each bracelet 

takes 90 minutes to print. You can use software 

such as Autodesk’s 123D to design your own 

object or pay for one of the thousands of de- 

signs at the 3D Systems Cubify online store— 

$4.99 for an elephant, $10 for aring, $15 for a 

razor handle. 

The Cube faces stiff competition 

in the consumer market. 

Shapeways, headquar- 

tered in New York, is ba- 

sically the Amazon.com 

of 3D printing. Its web- 

site lets people post prod- 

uct designs and make the objects to 

order. A coral-shape lamp goes for 

$760, while trinkets cost just a few 

dollars. Shapeways also has online 

design software that lets people 

personalize things like napkin rings 

to give their next dinner party added pizzazz. 

Once you place an order, Shapeways prints the 

object-often using an industrial machine from 3D 
Systems or another supplier—and mails it to you. 

The unique qualities of 3D printers result in objects 
that would be near-impossible to create by any other 
means. You can, for instance, order a ball inside a ball 
inside a ball inside a ball. “There are other items that have 
70 moving parts but are printed as one single piece,” says 
Peter Weijmarshausen, CEO of Shapeways, as he pulls a 
3D-printed bikini out of a box. (It’s made not of fabric but 
rather interlaced rings of plastic woven together by the 
3D printers.) The company sells about 100,000 objects 
per month; most popular are jewelry, iPhone covers, and 
model trains. 

Like the kids in the Lewis family’s garage, 

Weijmarshausen has a different perspective on 
consumer products. Since the Industri- 
al Revolution, manufacturers have 
been forced to worry about the mass 

appeal of their products. If you went 
to the pain of designing a lamp, 
you wanted to be sure that thou- 
sands of people would order it 
and make the production costs 
worthwhile. That equation has 
been flipped on its head. A design- 
er can afford to sell things one or 10 
at a time because there is no manufac- 
turing cost until the item is actually or- 
dered. As Weijmarshausen puts it, “The 
basic premise we're working toward is, 
everyone should be able to 
make or buy whatever 
they want.” © 
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stocksDigest 


Today's Best Stock Ideas from Wall Street's Top Advisors 


could change the $6 tri 


FEATURED STOCK OF 


Dear Threstre : 


I see an opportunity for what could be our biggest winner 
yet—a company that is not only on the verge of breaking 
open the $300-billion-plus renewable energy industry... 
but possibly the world’s entire $6 trillion energy market. 


The company is SEFE...and they’re at the leading edge 
of a sector known as atmospheric energy... 


Cost per Kilowatt Hour 


Nuclear 
$0.14 


Their proprietary technology captures the energy that 
naturally occurs in the atmosphere and converts it into 
usable electricity. 


SEFE’s renewable energy is more than twice as 
economical to produce than even the next cheapest 
source: wind power. 


AN ENERGY 
GAME CHANGER 


This company’s revolutionary technology 
on global energy market...FOREVER! 


MAGAZINE 


TICKER: SEFE 


The company’s massive advantage in intellectual 
property (4 approved patents and 22 pending) 
makes SEFE a perfect TAKEOVER CANDIDATE for 
companies such as GE—and it could even result 
in a bidding war for SEFE between major energy 
conglomerates. 


STOCK INFO 


Featured Stock of the Month: SEFE 
SEFE, Inc. - Nasdaq OTCBB 

Target Price: $6.06 

Rating: Speculative STRONG BUY 
Investor Relations Contact: 516-705-6116 


Bottom line, SEFE is the only company capable of 
exploiting this niche of the alternative energy market. 


The stock, quite simply, could go ballistic. 


This is the type of opportunity that we specialize in: An 
under-the-radar company in an untapped industry that 
could soar 1,000% before the market even wakes up. 


For the complete report visit: www.stocksdigest.com/SEFE 


Disclaimer: This newsletter is a paid advertisement and is 


jer an offer nor recommendation to buy or sell any security. We hold no investment licenses 


and are thus neither licensed nor qualified to provide investment advice. Stocks Digest is currently being compensated one hundred thousand dollars 


from a non-controlling third-party shareholder for SEFE advertising and promotion. 
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Trade 


hen Toronto-based financial 
planner Shannon Simmons 
offered her expertise to a pro- 
fessional clown, it wasn’t ex- 
actly business as usual. Sim- 
mons advised her new client 
to switch from a “couch fund” to a high-interest 
bearing account with limited market risk. In exchange 
for her advice, Simmons received trapeze lessons. 
Surprisingly, it isn’t the weirdest way that Sim- 
mons has been paid in the last year. Since leav- 
ing a full-time job at investment management firm 
Phillips, Hager & North in 2010 and embarking on 
a year-long experiment as a barter-only financial 
consultant, she’s been compensated with a tutorial 
in butter-churning, a large bag of toiletries, and a 
chance to perform with the University of Toronto 
cheerleaders. “I had a guy come up to me once and 
say, ‘I’m a fire-breather and I'd like to barter with 
you,” Simmons says. “I was like, ‘I don’t think I 
can say no to that.” 
She ended her experiment in November, and not 
a moment too soon. She’s broke, she says, and not 
sure if she could survive much longer with a bartet 
only business model. “It’s a great idea in theor 
she says. “But there are things you don’t think 
about... You can’t barter with your landlord. Trust 
me, I tried.” Despite the hardships, she still believes 
that bartering is the future. While she looks for gain- 
ful employment, she’s shopping a book about her 
bartering experiences. “Bartering has changed the 
way I think about how I spend my money,” she says. 
Bartering may sound like a style of commerce 
more fitting to a backwater marketplace than a 
moder capitalist environment. According to the In- 


“You just 
have to do 
afew more 


carpet 
cleaning 
jobs and 
eventually 
you'll have 
new boobs” 


‘Swap.com’s Sip & Swap mixers can turn into “sort of a mad dash” 


ternational Reciprocal Trade Association—an organi- 
zation created to promote “just and equitable stan- 
dards” in modern bartering—the U.S. barter market 
is a staggering $12 billion annually. In other words, 
$12 billion worth of goods and services are traded 
every year without any currency changing hands. 
Scott Whitmer, founder of trade exchange com- 
pany Florida Barter, says that while 2011 saw posi- 
tive signs of an economic recovery, many small and 
medium-size companies are still struggling. “Bar- 
tering has continued to help many [of these] com- 
panies grow and conserve cash,” he says. Though 
Florida Barter enjoyed a record 2011-a 12 percent in- 
crease in total trade volume; more than $17 million 
worth of trades among the 1,600 clients—-Whitmer 
says bartering as a business practice is still in its in- 
fancy, “on the cusp of exploding.” 

People often require some encouragement 
to give bartering a shot. Debbie Lombardi, presi- 
dent and founder of Barter Business Unlimited, a 
Connecticut-based exchange network, says that 
despite her company’s track record and 4,000-plus 
registered members, she still regularly encounters 
resistance and confusion from prospective custom- 
ers. “Nobody comes to me and says, ‘I’ve always 
wanted to try bartering?” she admits. “It's more 
like, ‘I don’t get it. Is this some kind of scam?"” 

It’s no scam, but it can be complicated to the un- 
initiated. As Lombardi explains, “We run like a little 
bank.” Members are paid in “barter dollars,” which 
they can exchange with other members for goods 
and services. Within the bartering community, it’s 
the only acceptable currency. “It’s like going to a 
barter mall,” Lombardi says. “They can do all their 
holiday shopping. They can get the carpets cleaned. 
They can pay for their child’s orthodontic work. It’s 
almost limitless.” 

Limitless—and occasionally bizarre. Lombar- 
di has brokered barters on everything from tat- 
toos to real estate to headstones. “Don’t laugh, but 
we've had people who've bartered for boob jobs,” 
she says. “If that’s what you really want and it’s not 
in your budget, with bartering you just have to do a 
few more carpet cleaning jobs and eventually you'll 
have new boobs. That’s a wonderful thing.” 

Dave Evans, a Barter Business Unlimited 
member who operates an online ticket reseller 
in Plainville, Conn., called EasySeat, was first at- 
tracted to bartering as a means to sell distressed 
inventory. “Our inventory is 100 percent specu- 
lative,” he says. “Bartering is a way for us to liq- 
uidate inventory that we might not be able to sell 
for cash.” He's bartered tickets to New York Yan- 
kees championship games and Lady Gaga con- 
certs, and in exchange he’s received everything 
from a fresh paint job at a company building to 
an overhauled office alarm service. Sometimes, 
though, he’s bartered for services that weren't 
exactly essential to his business. “I used some of 
the barter money to get Lasik surgery for myself,” 
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Bartering Through the Ages 


Getting down to business without cold, hard cash 


1200 B.C. ae a) 
13th or 12th ete 17th century General Vallejo Hite dabbles in 
century B.C. fou could buy any- Dassetideady: exchanged 4,000 i 
ieotury. Boe : wthe early years bartering, offering to 
Agamemnon, com. ess of Harvard Univer- Ses 6 fend nat trade German machinery, 
mander of the Greek ‘fad enough cowry sity, tuition could paterson pental harmonicas, and barbed 
army during the Trojan shells, the only accepted be bartered for with ee wire to the U.S. in 
War, sacrificed his ‘rn of currency, lumber, livestock, Hee aawiese exchange for several 


hundred tons of lard 


daughter to the gods in or construction stones 
exchange for wind | 


| 
Pt 


TT tT | Ut | on 
1550 {0300 8. 1636 19308 in 
Phoentelans bartered saspa7es ‘Tulips were ‘The Great Depression 2009-06, 

with the Tartessians Colonial Ameri- so valuable brings bartering back Kyle MacDonald started 
by laying out their Gaucberteredl in Holland that a into style, spawning with a single red paper- 

goods on the beach, with wheat, single bulb could bartering clubs like ip and, through a 
then rowing back to musket balls, be exchanged the 34,000-strong series of online barters, 

their boats and hoping and the very first for a house, a ship, Unemployed ended up a year later 
for the best “barter bucks,” or farmland Citizens League with a two-story farm- 

deer skins of Denver house in Saskatchewan 
he says. “I guess that’s a little counterintuitive.” supplies—and everything is up for grabs. “When we 
Finding a way to make a profit from barter- let everyone in,” says Melissa Massello, one of the 
ing isn't just a challenge to the people putting up self-appointed “Swapaholics” who host the gather- 
their livelihood for trade. Even the brokers who ings, “it’s sort of a mad dash to get the best stuff.” 

act as bartering middlemen are searching for cre- ‘There is shoving, she says, and it can get physical. 
ative ways to make money from a service that isn’t Whitmer of Florida Barter says that limited and 
about making money. A website like Swap.com- strategic bartering is best. “We're not going to help 
which connects people who want to exchange their anybody pay their electric bill or their mortgage,” he 
unused household items—looks, at least on paper, says. “But we can help them maintain their business 
like a financial windfall. Jeff Bennett, Swap.com’s and get sales they never would’ve had otherwise.” 
CEO, claims that “the business has been doubling ‘The best barters, he says, are for things you might 


every year” They're closing in on 450,000 regis 
tered users, who've taken part in more than 4 mil 


normally have spent cash on anyway, ‘like printing, 
advertising, marketing, or promotional Tshirts with 
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lion barter exchanges valued at approximately your logo on it.” 

$13 million since the site's inception in 2010. But as Florida Barter’s clients cover a vast range of ser- 
no part of that $13 million is in actual money, how vices, from doctors, lawyers, and accountants to 
exactly does Swap.com cover its overhead? Most of electricians, plumbers, and massage therapists. “If 
its capital comes from “related aspects of the busi- a client makes a request and we don’t have it 
ness,” says Bennett, such as shipping fees and cor- says, “we'll go get it.” He claims to have more faith 
porate sponsorships. “We've had very good expe “Trade in Florida Barter’s “trade dollars’-which aren't 
riences with companies like Gallo wines, LuLu’s all that different from Barter Business Unlimit- 
Clothing, and ModCloth” He also hopes to intro. Gollars, | ed's “barter dollars”-than U.S. governmentissued 
duce a Swap.com subscription service in the near ylike U.S. | currency. “Trade dollars, unlike U.S. dollars, are 


future that offers customers incentives for forking backed by goods and services,” he says. “It’s like the 
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over a monthly fee, like an ad-free environment and dollars, are_ gold standard that we dropped.” 
early access to their favorite items. backed by His unwavering belief in bartering, however, 
Swap.com has also generated revenue by selling gggds and doesn’t necessarily apply to the 12 percent commis- 


tickets to live events, like the popular Sip & Swap = ,... | sion that Florida Barter takes with every exchange 
bartering mixers that've been held nationwide in | S€KVices.It’s | between its members. “That's how we pay our 
cities from New York to Los Angeles. Ticket hold: | ike the gold | sales people,” Whitmer explains. “Everyone signs 
ers bring in items from their home that they want standard” | °" agreement to pay the 12 percent in cash, and 
to trade—including clothing, books, DVDs, and baby we do not make any exceptions.” @ 


3 
3 
: 
3 
3 
5 
5 
3 
& 
2 


FROM LEFT: GATPEREZ: GIANNI DAGL! ORT! 


STUDIOS/GETT} 


April 30 — May 6, 2012 


eo game 
Galaga in the 
third-floor arcade 


Helsinki in 
The Valley 


Finnish mobile giant 
Nokia’s colorful outpost 


Since 2010, Nokia has closed its five sat- 
ellite offices in the Bay Area and relocat- 
ed the employees—mostly workers from 
research and development and market- 
ing-to a gleaming five-story building 

in Sunnyvale, Calif. There, amid Nordic 
modernity, they enjoy a shape-shifting 
office: Fewer than 10 of the 500 employ- 
ees have a permanent workspace. 

“It’s about the variety it gives you,” 
says communications manager Karen 
Lachtanski. “We move to new views 
to give a new perspective. We’re not a 
place with family portraits pinned to 
many cubicle walls 

Employees work over lattes and 
fresh-made sandwiches from a cafe 
that brews Peet's Coffee. Two wellness 
rooms, each with a shower and a nap- 
ping area, help traveling executives de- 
compre efore meetings. Clusters of 
classic arcade games and a trophy case 
of obsolete Nokia models are constant 
reminders of the inexorable need to in- 
novate or perish. The smallest confer- 
ence rooms, lined with fragrant pine 
slats to evoke a Finnish sauna, double 
as private phone booths. “Finns love 
their saunas,” says Lachtanski. @ 
—Andrew Braithwaite 


LOCATOR 


screens scattered 
throughout the 

office track Nokia's 

media buzz 


NOKIA BY TH 
Neighborhood: Sunnyva 
Buildi 
Square feet: 156,600 
Designer: Gensler 


i, Silicon Valley 


completed: 2010 
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which Nokia's hopes 
and dreams now rest 


‘These 
headquarters 
consolidated five 
offices previously 
scattered 
throughout 
California 


Onsite daybeds 
and showers 
aveling 
executives from 
Helsinki, London, 
and Beijing 
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features its own 
coffee bar and 
communal hub, 
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Mad Libs 
(©o STARTUP PITCH 


» A handy template to help you sell that magic idea that 
«J marginally improves quality of life (but greatly 
improves the chance ofa Facebook buyout). By John Lopez 


Your startup name: . Have you ever wanted to 


(MISSPELLED VERSION OF REAL WORD, ENDING IN -LY OR-IO) (VERB) 


all sorts of with friends, family, colleagues, or even , but didn't 


(PLURAL NOUN) (MINOR CELEBRITY) 


know how? Maybe you were just strolling the sidewalks of past your 


(GENTRIFIED NEIGHBORHOOD) 


favorite bakery when you wished you could pull out your i 


(OBSCURE ETHNICITY) (NOUN) 


and use it to quickly all your latest and post it to your 


(VERB ENDING IN -ATE) (TRIVIAL STUFF YOU LIKE) 


? is the answer. The fact is, we live in a world 


(SOCIAL MEDIA PROFILE NO ONE READS) (STARTUP NAME) 


where will revolutionize , and pretty soon you'll be able to 


(GERUND STARTING WITH "CROWD") (FAILINGINDUSTRY) 


anything you want through the cloud. All this 


(VERB THAT IMPLIES CREATIVITY) (NOUN FORM OF VERB ENDING IN ~ATE) 


is already changing the way we . but who has the tools to keep up with 


(BORING DAILY TASK) 


it? is that tool. With our beautiful, user-friendly interface, you'll find 


(STARTUP NAME) 


that managing all your is easier than ever-and ! Utilizing the 


(UNMANAGEABLE THING) (ADJECTIVE) 


power of services with all the connectivity of. 5 


(SLIGHTLY INTIMIDATING ACRONYM) (PREVIOUS STARTUP WITH RECORD-BREAKING IPO) 


we can help you free yourself from the tyranny of . In this rapidly 


(FIRST-WORLD PROBLEM! 


world of ours, it’s hard to find the time to 


(EUPHEMISTIC GERUND) (VERB INVOLVING FAGE-TO-FAGE INTERACTION WITH HUMANS) 


or keep track of all the changes 


(DATA NO ONE NEEDS TO KEEP TRAGK OF EXCEPT ADVERTISERS) (STARTUP NAME) 


that. It puts the power of at your fingertips. 


(INVASIVE, DATA-MINING GPS-BASED SERVICE) (SERIOUS VERB) 


(FUN VERB) (VERB FORM OF STARTUP NAME) 
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$229.99 
Online price of 
Warrior Widow 
SE stick (happily Anatomy of Zdeno Chara‘ 
paid by parents i ie 5 
of future NHLers). record-breaking twig 
By Bryan Gruley 


The shaft 
iswider by 


Approximate number 
/ ofsticks used in the NHLs 
156 mph regular season. 
Ivo Karlovié serve 
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100.3 mph asa souvenir. 


Justin Verlander fastball It was signed by 

April 17,2012 Wayne Gretzky. 

540 
‘ Weight of Chara’s 

stick in grams—a tad 
more than three 


At the NHL All-Star skills contest 


: i - hockey pucks. 
in January, Boston Bruins defense- 

man Zdeno Chara blasted a puck 
at 108.8 mph-the hardest NHL slap 7 

: = foot-9-incl 700+ 23 

stiot on record: The o-foot9 Sack Number of hockey Number of times 


255-pound Slovakian did it with the 
help of a short, self-taught, shaggy- 
headed Californian he’s never 


a well-executed 


slap shot strikes 
the puck, as seen in 6 
high-speed video. 


sticks deliberately 
broken in testing 


$ 


CCM. Chara, 35, once used Warrior, 
switched to Easton, then returned 
to Warrior. “I like my stick to be 
as light as possible and 

possible,” he say 


Fewer than 10 
NHLers use wood 
blades; Chara’s 
is carbon fiber 


tiff as 
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The Mother 
Of All Traps 


A French bestseller argues that 
modern parenting has set women 
back. By Sheelah Kolhatkar 


e now know, thanks to a re- 

vealing PBS/AOL interview, 

that Sheryl Sandberg is a de- 

voted mother. The chief op: 

erating officer of Facebook 

didn’t go so far as to quit 
her job after her children were born, but she leaves 
work every day at 5:30 p.m. to race home to have 
dinner with them. While she was working at Google, 
she pumped breast milk during conference calls: if 
anyone asked what the strange whirring sound in the 
background was, she would say it was a jackhammer 
outside her window. 

These arrangements, along with the impuls- 
es that drive many women to refuse epidurals 
during labor, choose cloth diapers over dispos- 
ables, and leave their high-powered jobs to stay 
home with their kids, are part of an insidious trend 
toward “naturalism” in child rearing that is send- 
ing women back to the 1950s, according to Elisa- 
beth Badinter, author of The Conflict: How Modern 
Motherhood Undermines the Status of Women. “Over 
the last three decades, almost without our no- 
ticing, there has been a revolution in our idea of 


easier. Almost all the additional labor required to 


motherhood,” Badinter writes. “This revolution D adhere to these impossible new standards falls on 
was silent, prompting no outcry or debate, even | The Conflict: How the shoulders of women. It’s a major force behind 
though its goal was momentous: to put mother- | Modern Motherhood the so-called Opt-Out Revolution that was widely 
hood squarely back at the heart of women’s lives.” | status of Women discussed a few years back, a symptom of the dis- 


The list of culprits Badinter sees behind this dark | gy élisabeth Badinter ease Badinter writes about that had women flee- 
transformation includes doulas, feminists, pedia- ee Books ing law firms and consulting shops in droves to 
224pp; $25 


tricians, midwives, critics of day care, anyone re- 
sponsible for the “radical condemnation” of alco- 
hol and cigarettes during pregnancy, and, most 
important, the mothers who buy into it all. 

Women are overburdened and consumed with 
unrealistic expectations of maternal perfection, to 
their own personal and professional detriment, 
Badinter argues convincingly. In some circles, 
babies are expected to be strapped onto their par- 
ents’ bosoms for the first six months of life, fed 
organic, homemade baby food, and taught Man- 
darin as they toddle around in their diapers. Any- 
thing artificial, processed, or automated is reject- 
ed as bad, even if it would make life dramatically 


become stay-at-home moms. 

Badinter probably never had to face the pa 
enting dilemmas that women with 70-hour-a- 
week jobs do. Although she has three children, 
now grown, she also happens to be the daughter 
of the founder of the Publicis media conglomerate 
and its largest single shareholder, making her one 
of the wealthiest people in France. It’s from this 
privileged perch that she has fashioned herself 
into an intellectual superstar in her home coun- 
try, weighing in on policy debates ranging from 
gender quotas in government to the burga ban. 
The Conflict, published in France in 2010, was a 
bestseller there. 


BY R. KIKUO JOHNSON 


Badinter traces the current worship of all 
things natural to the 1973 oil crisis and the end 
of the flush post-World War II period. That was 
when, in the throes of an economic meltdown, 
many women were ejected from the workplace 
and began to reevaluate their accomplishments. 
“If the world of work lets one down, if it fails to 
offer the position one deserves, if it provides nei- 
ther social status nor financial independence, 
then why give it priority?” Badinter writes, imag- 
ining what was going through their heads. Capi- 
talism itself was falling under a critical spotlight. 
People began worrying about pollution and chem- 
icals in their food. Young women who had been 
brought up to believe that work and career should 
define them “were receptive to the new order of 
the day: children first.” Badinter believes this new 
“maternalism” is as effective at holding women 
back, career-wise, as sexism ever was. 

From there it was a quick slide into the cur- 
rent fixation with natural childbirth and attach- 
ment parenting, and Badinter’s greatest obsession: 
breast-feeding. She devotes a huge portion of her 
book to railing against the practice, blaming it for 
almost every problem women face today. The La 
Leche League might as well be the Taliban. (She 
refers to them as “ayatollahs.”) Badinter shares 
many charts to bolster her view and attempts 
to portray prevailing medical opinion about the 
health benefits of breast-feeding as being tainted 
by politics. Throughout, she employs what can be 
a maddening writing style, pouring so much data 
and research into the text that it’s difficult to follow 
her line of thought. Which isn’t to say she doesn’t 
have a point: Breast-feeding tethers women to their 
babies, and those who don’t for whatever reason 
are often labeled bad mothers, in the same league 
as those who let their kids eat Pop-Tarts or play 
Grand Theft Auto. In the U.S., which has some of 
the weakest family policies in the developed world, 
breast-feeding presents a major obstacle to women 
who want to—or must-go back to work. 

We already know that French women are 
better at staying slim, thanks to Mireille Guiliano’s 
French Women Don’t Get Fat, and at raising chil- 
dren, thanks to Pamela Druckerman’s Bringing Up 
Bébé: One American Mother Discovers the Wisdom 
of French Parenting. In The Conflict’s final chap- 
ter, called “French Women: A Special Case,” Bad- 
inter argues that upper-class French women’s his- 
torical reliance on wet nurses, governesses, and 
boarding schools allowed them to better nurture 
their identities and careers after they had kids. In 
France today, she writes, “There is no moral or 
social pressure bearing on a woman to be a full- 
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time mother, not even in the first year after birth.” 
Neither, apparently, is there any shame in feeding 
formula to your baby, unlike in the rarefied, stroll- 
er-clogged climes of Park Slope, Marin County, 
or Mercer Island, Wash. French women benefit 
from generous maternity leave, and the country 
is filled with high-quality, government-subsidized 
day-care centers. The men aren’t any more help- 
ful than they are anywhere else, according to Bad- 
inter, but at least society as a whole shares some 
of the responsibility. This may account for the 
country’s relatively high birthrate compared with 
the rest of Europe. 

On a recent trip overseas, I glimpsed one French 
mother as she smoked cigarettes and sipped wine 
at an outdoor cafe while her toddler staggered 
around a cobbled Provencal square, assiduously 
avoiding the dog droppings. In New York, she prob- 
ably would have been leaping up every 10 seconds 
screaming at the boy to watch out for cars. Instead 
she stared peacefully into the distance. She might 
have been contemplating the macaroni and cheese 
she was about to go make. Or she could have been 
plotting her next corporate takeover. @ 
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‘Thesis statement: 
“French habits 

and manners have 
their roots ina 
civilization so 
profoundly unlike 
‘ours-so much 
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primitive races.” 
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“Icouldn't 


belie 


the board 


made its decision 
before hearing 


The CEO of Pershing Square Capital Management 
on his public crusade to install anew leader 


at Canadian Pacific Railway 


nee you havea bigstake in 

a company, you can usu- 

ally influence its strategy. 

Before we picka target we 

run an algorithm we call 

Return on Invested Brain 

Damage-the return has to be high enough 

to justify the work. Most of the time, man- 

agement is not the problem. At Canadian 

Pacific [of which we own 14 percent], you 

have a CEO who has underperformed for 

six years and runs the worst-performing 

railroad in North America. We've sought 

to replace him with a man who had the 

best track record in the industry at Cana- 
dian National: Hunter Harrison. 

Soon after we disclosed our stake, I 

spoke to [CP] Chairman John Cleghorn. 


We agreed to meet at the Montreal airport 
on Noy. 2. Although I'd said we wanted to 
talk about a management change, he and 
[CP CEO] Fred Green were there. After 
three of us made a presentation, Mr. Cleg- 
horn said, “I’ve spoken to the board and 
want to let you know we're 100 percent 
behind Fred.” I couldn't believe the board 
made its decision before hearing our 
case. | asked to speak to him alone and 
said, “Look, the last thing we want here 
is a proxy contest, but if you’re not open 
to alternatives, we'll go to the sharehold- 
ers for support.” I got backjon the plane. 
After the doors wer@elsecvandithe en) 
gines started, the pilot saidy “Bill, do you w 
recognize this gentleman on the tarmac?” 
I looked out the window and there was 


John Cleghorn, standing in front of our 
plane with his arms folded. We powered 
down and I got out. He said, “Bill, 've had 
a chance to talk to Fred Green, He's pre- 
pared to step aside for Hunter; that’s how 
much he hates CN. The board would like 
to work with you.” I got back on the plane 
and said, “That was easy.” We were prac- 
tically high-fiving each other. | expected a 
call the next day. Thursday passed. Then 
Friday. On Saturday, I sent an e-mail and 
he called to say the board wanted Hunter 
to meet with their CFO. When I said we 
could join the board and work together on 
the CEO transition, he paused: “You want 
aboard seat?” We'd already asked for two. 
I later realized they were determined to 
stand by their man. 

We'll take our slate of seven board 
nominees toa voteyon May 17. | don’t like 
publi¢ ba ttles.\thisis 6nly our third proxy 
contest in eight yearss You have to go to 
the mat if it’s right for shareholders. @ 
—As told to Diane Brady 
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Reason says: 
go with the 
well-known. 


Instinct says: 
go with the 
know-how. 
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